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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6285/Feb. 6, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 1721/Feb. 6, 1981 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21909/Feb. 6, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11610/Feb. 6, 1981 


Ratio of Earnings of Fixed Charges 


ACTION: Proposed amendments to Regulation 
S-K. 


SUMMARY: The Commission hereby proposes to 
amend Regulation S-K to provide revised and 
standardized requirements for the presentation of 
the ratio of earnings to combined fixed charges 
and preferred dividends and, if required, the ratio 
of earnings to fixed charges (‘the ratio” or ‘“ra- 
tios’”). The proposed rules require disclosure of a 
pro forma ratio only in the case of a debt or 
preferred stock refinancing when the effect is to 
change the historical ratio by 10 percent or more. 


DATE: Comments should be submitted on or be- 
fore April 30, 1981. 


ADDRESSES: Comments should refer to File 
S7-872 and should be submitted in triplicate to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. All comments will be 
available for public inspection and copying at the 
Commission’s Public Reference Room, Room 
6101, 1100 L Street, N.W., Washington, D.C. (File 
No. S7-872). 


FOR FURTHER INFORMATION CONTACT: Rita 
Gunter, Office of the Chief Accountant (202-272- 


2133), Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. 
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SUPPLEMENTARY INFORMATION: 
|. Background 


The requirement to present a ratio of earnings to 
fixed charges was first adopted in 1954 in connec- 
tion with the adoption of Form S-9. Use of Form 
S-9 was conditioned on the issuer’s ability to 
demonstrate a minimum coverage of fixed 
charges. Since this initial requirement to establish 
eligibility for use of a particular registration form, 
numerous changes have been made in the re- 
quirements governing the ratios and the ratios 
have been introduced into other Commission reg- 
istration forms. 


Presently, the written instructions for the computa- 
tion and presentation of the ratios are contained in 
the selected financial data items in Forms S-1, 
S-7, S-11, 10 and 10-K. Related interpretations 
are set forth in Accounting Series Release Nos. 
119 and 122. These instructions and interpreta- 
tions are very brief and general; thus, certain addi- 
tional interpretations and administrative practices 
have been followed by the staff and registrants. 
Specific questions with respect to the ratios have 
been raised and resolved administratively on a 
case-by-case basis. 


In March 1980 the Commission issued Securities 
Act Release No. 6196 [45 FR 16498] that re- 
quested comments on whether the current require- 
ment for presentation of historical and pro forma 
ratios should be retained or deleted. This concept 
release also requested comments on specific con- 
cerns dealing with the calculation of the ratios 
where retention was recommended. No specific 
rules were proposed in this concept release; how- 
ever, after considering the comments received in 
connection with the concept release, the Commis- 
sion has determined to propose rules governing 
the computation and disclosure of the ratios. 


ll. Comments Received in Connection with the 
Concept Release 


A total of 100 letters were submitted by various 
companies, organizations, and individuals in re- 
sponse to the concept release. Generally, the 
commentators believed that the requirement to 
disclose the historical ratio should be continued 
for debt or preferred stock offerings but that the 
disclosure should not be included in the financial 
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statements. Additionally, the commentators rec- 
ommended deletion of the present requirement for 
disclosure of a pro forma ratio. 


A little over one-half of the commentators support- 
ed retention of the historical ratio. Specific rea- 
sons for retention generally were not discussed 
except to point out the usefulness of the ratio as 
an analytical tool and as a method for showing 
trends. Commentators who suggested deletion of 
the ratio were critical of the over-emphasis of this 
single ratio on the face of the summary of opera- 
tions, the lack of uniformity of computation, and 
the failure of the ratio to give effect to principal 
payments on debt and lease obligations. It should 
be noted that since the summary of operations re- 
quirement was deleted in a recent rule amend- 
ment (Release No. 33-6231, September 2, 1980) 
[45 FR 63630] the ratio is now required as part of 
the ‘Selected Financial Data; Management's 
Discussion and Analysis of Financial Condition 
and Results of Operations” item of the various 
forms. 


The concept release requested comments on the 
appropriate placement of the ratio; however, some 
commentators may not have focused on the pro- 
posal to delete the summary of operations which 
was issued for comment at about the same time 
as the ratio concept release. Most commentators 
(except for most public utilities which believe dis- 
closure on the face of the income statement is ap- 
propriate) indicated that the ratio has been 
over-emphasized by inclusion on the face of the 
summary of operations and suggested that the 
presentation be made in a textual format apart 
from the financial statements. Management’s 
Discussion and Analysis was suggested by most 
of these commentators as the appropriate location 
for disclosure. 


Comments were requested on whether the ratio 
requirement should be extended to all filings made 
with the Commission. The commentators generally 
opposed expanding the requirement based on a 
belief that the ratio is mainly of importance to pro- 
spective debt or preferred stock investors and that 
expanding the requirements could result in the 
data taking on more significance than is war- 
ranted. 


The general consensus of the commentators was 


that the requirement to present a pro forma ratio 
should be deleted. Commentators suggested dele- 
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tion due to (1) difficulty in predicting future 
financing requirements and interest rates and (2) 
difficulty in estimating return on the investment of 
the proceeds from the offering, and (3) the possi- 
bility of being misleading since only fixed charges 
are adjusted in the computation. The commenta- 
tors pointed out that the actual ratios experienced 
in the succeeding year frequently were higher than 
the previously reported pro forma ratio. Commen- 
tators also indicated that the present requirement 
is difficult to comply with because of the problems 
of forecasting the effect of any issuance, retire- 
ment or redemption of debt and/or preferred stock 
during the period or presently proposed for one 
year after the period. However, a few commenta- 
tors did suggest that a pro forma ratio be required 
only in situations where the refinancing of debt or 
preferred stock is proposed. Such a situation 
would allow the company to reflect both the addi- 
tional interest or dividend and the benefit from the 
use of proceeds (i.e., the reduction of the interest 
expense or preferred dividend due to the retire- 
ment). 


Additionally, comments were requested on specif- 
ic questions dealing with the application of the ra- 
tio requirements. The responses to the specific 
questions are summarized as follows: 


1. Nearly all commentators suggested that no ad- 
ditional items be included in the present defini- 
tion of fixed charges. 


. Comments were divided on the question of 
whether rentals paid on operating leases (as 
defined in Statement of Financial Accounting 
Standards No. 13, “Accounting for Leases”) 
contain an interest factor of the kind requiring 
consideration in the ratio. About half argue that 
there is no interest factor in an operating lease 
and the other half suggest that the present re- 
quirements be continued. 


. The majority of the commentators recom- 
mended that “earnings” not include discontin- 
ued operations, extraordinary items, or cumu- 
lative effects of accounting changes since 
inclusion could distort trends and comparisons. 


. The majority of the commentators suggested 
that undistributed earnings of unconsolidated 
subsidiaries and 50 percent or less owned per- 
sons be excluded from earnings. 
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5. The comments were divided about equally with 
respect to including or excluding the deduc- 
tions for minority interests in arriving at earn- 
ings for purposes of the ratio. 


. With respect to capitalized interest, public utili- 
ty commentators favored strongly continuance 
of the present treatment allowed for utility 
companies (including capitalized interest in 
fixed charges and adding to gross income the 
interest credits charged to construction) while 
non-utility commentators favored exclusion of 
capitalized interest from “fixed charges” and 
from “earnings.” 


. Most commentators believe the ratio should 
continue to be income oriented rather than 
cash oriented. 


. The commentators agreed that a requirement 
to disclose the ratio for interim periods would 
be inappropriate because of the seasonal ef- 
fects of many operations. 


After considering the comments received in re- 
sponse to the concept release, the Commission 
has determined to propose specific rules to govern 
the computation and disclosure of the ratios. 


lll. Discussion of Significant Rule Provisions 


The Commission continues to believe that the ratio 
provides useful and informative disclosure. This 
conclusion is supported by the recommendations 
of a majority of the commentators who believe the 
historical ratio should continue as a Commission 
requirement. The rules being proposed contain 
certain revisions which the Commission believes 
will improve the usefulness of the ratio disclo- 
sures. The more significant of the proposed 
changes are discussed in the following para- 
graphs. 


As discussed above, the most severe criticisms of 
the ratios have been aimed at the pro forma ratio. 
The Commission recognizes the merit in most of 
these arguments and has decided to propose re- 
tention of the pro forma ratio only in the case of a 
proposed securities offering which would be used 
to refinance certain outstanding debt or preferred 
stock. However, in the case of such a refinancing, 
the pro forma ratio would be required only if the ef- 
fect is to change the historical ratio by 10 percent 
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or more. Under the rules as proposed, the pro 
forma ratio would not give effect to proposed fu- 
ture borrowings or preferred stock issues (or re- 
tirements). The Commission believes such an ap- 
proach may be appropriate due to difficulties 
inherent in forecasting future financings or 
estimating the earnings to be generated from the 
investment of proceeds. Additionally, the effect of 
debt or preferred stock transactions during the 
most recent year, or thereafter, would not be fully 
reflected in the pro forma computation. 


The rules being proposed require disclosure of a 
total enterprise ratio only. The Commission be- 
lieves this to be the more important ratio and, 
therefore, sees no real benefit in continuing the 
present requirement to disclose both a consolida- 
ted and total enterprise ratio. The total enterprise 
ratio gives effect to all activities of the registrant 
whether or not consolidated and thus is a better 
aid in assessing the registrant's ability to timely 
meet required interest and preferred dividend pay- 
ments. Fixed charges associated with debt of an- 
other company but guaranteed by the registrant 
are required presently to be included in the com- 
putation of the total enterprise ratio; however, the 
proposed rules would require only disclosure of 
the amount of such fixed charges with no effeci 
being considered in the ratio computation. The 
Commission believes such an approach may re- 
sult in a more realistic ratio while at the same time 
providing disclosure of the contingency. 


Presently, Commission rules require disclosure of 
the ratio in debt or preferred stock offerings and 
permit disclosure of the ratio in Securities Ex- 
change Act registration statements and annual re- 
ports. The proposed rules will continue these re- 
quirements. Consideration was given to expanding 
the ratio requirement to all filings with the Com- 
mission and the annual report to security holders; 
however, the Commission does mot believe such 
an expansion would be desirable at this time nor 
would it be consistent with other Commission ac- 
tions to focus more attention on liquidity informa- 
tion in the annual report to security holders. 


Consistent with the proposal to require the ratio 
on a total enterprise basis, the Commission also 
has determined to propose a requirement for dis- 
closure of only a combined ratio (i.e., ratio of earn- 
ings to combined fixed charges and preferred divi- 
dends) except in instances where the ratio of 
earnings to fixed charges is materially different 
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from the combined ratio. In such cases the regis- 
trant would be required to disclose both the ratio 
of earnings to fixed charges and the ratio of earn- 
ings to combined fixed charges and preferred divi- 
dends. The Commission recognizes that other 
alternatives are possible and may be desirable; 
therefore, commentators are specifically re- 
quested to comment on this portion of the propos- 
al (see the request in the following section). 


The rule proposals will expand the selected finan- 
cial data item of Regulation S-K [17 CFR 229.20] 
to include disclosure of the ratio in the case of 
debt or preferred stock offerings.* The Commis- 
sion agrees with the arguments that the ratio is an- 
alytical information that should not be a part of the 
audited financial statements; therefore, the section 
of selected financial data appears to be the most 
logical place for disclosure of the ratio. Considera- 
tion was given to proposing a requirement for dis- 
closure of the ratio in management's discussion 
and analysis; however, since the ratio is generally 
used to show trends, it was felt that placement in 
the selected financial data section may be more 
appropriate. 


The only change in the definition of “earnings” 
has been to specify that the ratio be based on in- 
come before extraordinary items and cumulative 
effect of accounting changes. Even though the re- 
sults of discontinued operations are to be included 
in “earnings,” the registrant may, at its option, 
present an additional ratio based only on contin- 
uing operations. The Commission believes that 
this measure of “earnings” will provide a more sta- 
ble and consistent measure of performance. It 
should also facilitate comparisons with prior peri- 
ods and other companies within the industry. 





*It should be noted, however, that if the proposed 
Forms A, B, and C (Securities Act Release No. 
6235, September 2, 1980) [45 FR 63693] and pro- 
posed revisions to Regulation S-K and Guides for 
the Preparation and Filing of Registration State- 
ments and Reports (Securities Act Release No. 
6276, December 23, 1980) [46 FR 78] are adopted 
as proposed or in a revised form, it will be neces- 
sary for the ratio to be included in the summary in- 
formation of a prospectus for debt or preferred 
stock offerings since the information will not be re- 
quired in Securities and Exchange Act reports 
which may be incorporated by reference. 
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With respect to equity in losses of less than 50 
percent owned persons, the practice (although not 
a part of specific ratio rules) had been to include in 
the determination of “earnings” the registrant's 
proportionate share of such loss; however, since 
this practice is inconsistent with the treatment of 
the income from a profitable entity which is less 
than 50 percent owned, the proposed rules allow 
for the elimination of this loss from “earnings” ex- 
cept in situations where the registrant has guaran- 
teed the debt of such entity. 


The definition of “fixed charges” has not changed 
except to recognize that a total enterprise, com- 
bined ratio generally is required. The proposed 
rules provide that capitalized interest is to be in- 
cluded in ‘fixed charges.” This has been the prac- 
tice even though the present rules are not specific. 
Additionally, the requirement to include the inter- 
est factor in rentals as fixed charges has been re- 
tained. Some long-term leases may narrowly miss 
the criteria for a capital lease but still have the 
characteristics of a financing transaction. The 
Commission does not believe that the presence of 
an interest factor is dependent upon the rental 
contract extending over any given period of time. 
The Commission cautions registrants with material 
amounts of operating leases to determine the ac- 
tual interest portion of the rentals rather than the 
past practice of using one-third of rentals as a 
rule-of-thumb. 


A definition of “preferred stock” has been added 
and the proposed rules specify that the preferred 
stock dividends should be grossed up to a pre-tax 
basis. This requirement previously was not in- 
cluded in the rules although the Commission un- 
derstands that this has been the practice followed 
by most companies. 


The specific rules being proposed include only the 
Regulation S—K changes; however, the actual de- 
letion of the present ratio requirements in Item 6 of 
Forms S-1, S-—7 and S-11; Instructions as to 
Summary Prospectuses for Forms S-1 and S-7; 
Item 2 of Form 10 and Item 6 of Form 10-K will be 
adopted upon issuance of any final ratio rules. 


Forms S-14, S-16 and S-18 presently do not 
contain requirements for disclosure of the ratios. 
Since the Commission believes the ratios should 
be disclosed in all debt or preferred stock offer- 
ings, amendments to these forms will be neces- 
sary upon the issuance of any final ratio rules. 
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IV. Other Areas for Which Specific Comments Are 
Requested 


As indicated above, the Commission has deter- 
mined to propose certain requirements for compu- 
tation and disclosure of the ratio; however, it is 
recognized that alternative requirements may also 
be appropriate. Since certain areas may not have 
been addressed by the concept release, the Com- 
mission would like the benefit of comments on cer- 
tain issues before final rules are adopted. The 
specific areas are as follows: 


1. Should the pro forma ratio give full effect to 
financings during the most recent year and/or 
financings since the end of the most recent 
year but before the filing date? 


. The proposed rules require disclosure of a ratio 
of earnings to combined fixed charges and 
preferred dividends except where the ratio of 
earnings to fixed charges is significantly differ- 
ent, in which case both ratios would be re- 
quired. Other alternatives are available and the 
Commission requests comments on the appro- 
priateness of (a) requiring both ratios in all debt 
or preferred stock offerings, (b) requiring only 
the combined ratio in such filings, (c) requiring 
both ratios in the case of debt offerings and the 
combined ratio in all preferred stock filings, or 
(d) requiring the ratio of earnings to fixed 
charges in debt offerings and the combined ra- 
tio in preferred stock offerings. 


. The rules being proposed make no special pro- 
vision for minority interests since only the total 
enterprise ratio is required. The Commission 
believes that, in most instances, the minority 
interest in a subsidiary will not be significant. 
Should additional consideration be given to the 
effect of minority interests? 


. Since the proposed rules would require capital- 
ized interest to be included as a fixed charge 
with no increase in “earnings” (except in the 
case of public utilities), should the ratio rules 
contain a specific requirement for the adjust- 
ment of “earnings” for the amount of capital- 
ized interest amortized in each year? 


. The present Form 10-K contains special provi- 
sions for the omission of certain information by 
wholly-owned subsidiaries [see General In- 
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struction | of Forrn 10-K (17 CFR 249.310)]. An 
abbreviated management's discussion and 
analysis is allowed and contains no liquidity in- 
formation. Since these companies are not pres- 
ently required to disclose to their debt holders 
information about liquidity or selected financial 
data, would it be desirable to require disclosure 
of the ratio of earnings to fixed charges in the 
annual reports on Form 10-K for these issu- 
ers? 


V. Requests for Comments 


All interested persons are invited to submit their 
views and comments concerning the amendments 
proposed herein in triplicate to George A. Fitz- 
simmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, 
Washington, D.C. 20549. All comments should be 
received no later than April 30, 1981. Such com- 
munications should refer to File S7-872 and will 
be available for public inspection. 


Vi. Text of Proposed Amendments 


The Commission hereby proposes to amend 17 
CFR Chapter II as follows: 


PART 229—STANDARD INSTRUC- 
TIONS FOR FILING 
FORMS UNDER SECURI- 
TIES ACT OF 1933 AND 
SECURITIES EXCHANGE 
ACT OF 1934—REGULA- 
TION S-K 


Section 229.20 is proposed to be amended by 


revising instructions 2 and 4 and by adding a new 
instruction 5 to Item 10 to read as follows: 
§ 229.20 Information required in document. 


* * * * 


Item 10. Selected financial data. 


* * * 


Instructions. 


2. Subject to appropriate variation to conform to 
the nature of the registrant’s business, the follow- 
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ing items shall be included in the summary: net 
sales or operating revenues; income (loss) from 
continuing operations; income (loss) from contin- 
uing operations per common share; total assets; 
long-term obligations and redeemable preferred 
stock (including long-term debt, capital leases, 
and redeemable preferred stock as defined in ASR 
268); ratio of earnings to combined fixed charges 
and preferred dividends and the ratio of earnings 
to fixed charges, if required by instruction 5 below; 
and cash dividends declared per common share. 
Registrants may include additional items which 
they believe would enhance an understanding of 
and would highlight trends in their financial condi- 
tion and results of operations. 


4. All references to the registrant in the Summary 
and in these Instructions shall mean the registrant 
and its consolidated subsidiaries, except in the 
case of the ratio of earnings to combined fixed 
charges and preferred dividends and, if required, 
the ratio of earnings to fixed charges where a total 
enterprise ratio is required. (See instruction 5 be- 
low.) 


5. For purposes of presenting the ratio of earnings 
to combined fixed charges and preferred dividends 
and, if required, the ratio of earnings to fixed 
charges (‘the ratios’), the following rules and defi- 
nitions shall apply: 


(a) If debt or preferred stock securities are being 
registered, the registrant is required to present the 
ratio of earnings to combined fixed charges and 
preferred dividends; however, additional disclo- 
sure of the ratio of earnings to fixed charges is 
also required in debt or preferred stock registra- 
tion statements if the registrant's ratio of earnings 
to fixed charges is materially different from the 
combined ratio. 


(b) The ratio(s) shall be computed on the basis of 
the total enterprise of the registrant. That is, the 
revenues and expenses should include not only 
the amounts reflected in consolidated income 
statements but also revenues and expenses of 
other activities not consolidated. In other words, 
the total enterprise should be considered to in- 
clude the registrant, its majority-owned subsidiar- 
ies, as if they were consolidated, its proportionate 
share of fifty-percent-owned persons, and its 
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share of distributed income from less-than-fifty- 
percent-owned persons. If the registrant has guar- 
anteed debt of another company (such as a sup- 
plier), the amount of fixed charges associated with 
such debt need not be included in the computation 
of the ratio unless the registrant has been required 
to satisfy the guarantee or it is probable that the 
registrant will be required to honor the guarantee 
and the amount can be reasonably estimated. A 
footnote to the ratio should disclose the amount of 
fixed charges associated with such guaranteed 
debt and whether it is included in the computation 
of the ratio. 


(c) “Earnings” shall be computed after all operat- 
ing and income deductions (including results of 
discontinued operations and gain or loss from dis- 
posal of a segment of a business, but excluding 
extraordinary items and the cumulative effect of 
accounting changes) except fixed charges, taxes 
based on income, and minority interests in income 
or loss of subsidiaries and after eliminating 
undistributed income of less-than-fifty-percent- 
owned persons. The registrant, at its option, may 
present an additional ratio based only on contin- 
uing operations of the total enterprise. 


(i) If a less-than-fifty-percent-owned person ac- 
counted for using the equity method has sustained 
a loss, such loss would also be eliminated except 
in the situation where the registrant has guaran- 
teed the debt of this person. In that case, the reg- 
istrant’s equity in the loss would be included in 
“earnings” and the “fixed charges” (see below) 
would include the interest associated with the 
guaranteed debt. 


(ii) In the case of public utilities, the allowance for 
funds used during construction shall be added to 
gross income but not deducted from interest ex- 
pense. Other registrants which capitalize interest 
shall include capitalized interest in fixed charges 
but shall not add such amounts to gross income. 


(d) The term “fixed charges” shall mean the total 
of (i) interest and amortization of debt discount 
and expense and premium on all indebtedness; (ii) 
such portion of rental expense as can be demon- 
strated to be representative of the interest factor in 
the particular case; and (iii) in instances where a 
separate ratio of earnings to fixed charges is pre- 
sented, preferred stock dividend requirements of 
subsidiaries, excluding in all cases items which 
would be or are eliminated in consolidation. 
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(e) The term “preferred stock” shall include all 
types of preferred and preference stocks. The divi- 
dend requirements of the outstanding preferred 
stock (see also (i) below) shall be added to “fixed 
charges” (as defined above) in determining the 
denominator to be used in the computation of the 
ratio. 


(i) The preferred stock dividend requirements shall 
be increased by an amount equivalent to the in- 
come tax that would be required to obtain an after- 
tax income sufficient to cover such dividend re- 
quirements. The tax rate shall be based on the 
relationship of the applicable actual income tax 
provision to income before income taxes, extraor- 
dinary items, and cumulative effect of accounting 
changes. 


(f) If the ratio computation indicates a negative or 
less than one-to-one coverage, disclosure of the 
ratio should not be made. Instead, a statement of 
this fact shall be made and the dollar amount of 
the coverage deficiency stated. 


(g) A pro forma ratio(s) shall be presented in the 
case of a debt or preferred stock refinancing if the 
effect of the refinancing changes the historical ra- 
tio(s) by ten percent or more. If the pro forma ratio 
is not presented, a footnote should disclose the 
reason for omission. 


(i) The pro forma ratio(s), if applicable, shall be 
presented for only the most recent fiscal year. 


(ii) The only adjustments which shall be made to 
the corresponding historical ratio(s) are to give ef- 
fect to the net increase or decrease in interest ex- 
pense or preferred dividends due to the proposed 
issuance of new debt or preferred stock and the 
corresponding retirement of any debt or preferred 
stock presently outstanding but which will be re- 
tired with the proceeds for the proposed offering. 


* * * * * 


These amendments are proposed to be effective 
with respect to filings with the Commission on or 
after September 30, 1981. 


The amendments are proposed to be 
adopted pursuant to authority in Section 
6, 7, 8, 10, and 19(a) [15 U.S.C. 77f, 
77g, 77h, 77j, 77s] of the Securities Act 
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of 1933; Sections 12, 13, 15(d), and 
23(a) [15 U.S.C. 781, 78m, 780(d), 78w] 
of the Securities Exchange Act of 1934; 
Sections 5(b), 14, and 20(a) [15 U.S.C. 
79e, 79n, 79t] of the Public Utility Hold- 
ing Company Act of 1935; Sections 8, 
30, 31(c) and 38(a) [15 U.S.C. 80a-8, 
80a-29, 80a-30(c), 80a—37(a)] of the 
Investment Company Act of 1940. 


Pursuant to Section 23(a)(2) of the Securities Ex- 
change Act, the Commission has considered the 
impact of these proposals on competition and is 
not aware at this time of any burden that such rule 
amendments, if adopted, would impose on compe- 
tition. However, the Commission specifically in- 
vites comments as to the competitive impact of 
these proposals, if adopted. 


In addition, the Commission is mindful of the cost 
of registrants and others of its proposals and rec- 
ognizes its responsibilities to weigh with care the 
costs and benefits which result from its rules. Ac- 
cordingly, the Commission specifically invites 
comments on the costs to registrants and others of 
the adoption of the propoals published herein. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





REGULATORY FLEXIBILITY ACT 
CERTIFICATION 


|, Harold M. Williams, Chairman of the Securities 
and Exchange Commission, hereby certify, pursu- 
ant to 5 U.S.C. 605(b) that the proposed amend- 
ments to revise and standardize the present re- 
quirements for disclosure of the historical ratio of 
earnings to combined fixed charges and preferred 
dividends contained in Securities Act Release No. 
6285 (February 6, 1981), “Ratio of Earnings to 
Fixed Charges,” will not, if promulgated, have a 
significant economic impact upon a_ substantial 
number of small entities. The reason for this certi- 
fication is that it is anticipated that the effects of 
the proposed amendments, if adopted, will not be 
significant for any class of registrants because the 
information necessary to compute the ratio is gen- 
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erally maintained by a company as part of its basic 
accounting records and the ratio computation is a 
simple calculation. 


Harold M. Williams, Chairman 


February 6, 1981 





SECURITIES ACT OF 1933 
Release No. 6286/February 6, 1981 


Resales of Securities 
ACTION: Final rules. 


SUMMARY: The Commission is amending Rule 
144, which provides a safe harbor for the resale of 
securities to the public. The new amendments will 
permit persons who have held securities covered 
by the rule for a period of three years to sell such 
securities without compliance with the provisions 
of the rule relating to volume limitation, manner of 
sale and notice, provided such persons are not af- 
filiates of the issuer and there is current informa- 
tion available to the public concerning the issuer. 
The purpose of the amendments is to relax restric- 
tions on resales of securities that are more bur- 
densome than necessary. 


EFFECTIVE DATE: Thirty days after publication in 
Federal Register. 


FOR FURTHER INFORMATION CONTACT: Ann 
Glickman or William E. Toomey at (202) 
272-2573, Division of Corporation Finance, Secu- 
rities and Exchange Commission, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: 


As a part of its continuing program of reviewing 
existing regulations, the Commission today is 
adopting amendments to Rule 144 (17 CFR 
230.144) under the Securities Act of 1933 (the 
“Securities Act’) [15 U.S.C. 77a et seq.]. The gen- 
eral purpose of these amendments is to relax cer- 
tain provisions of the rule which may be unneces- 
sarily burdensome. 
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BACKGROUND 


Rule 144 provides a safe harbor for the resale of 
“restricted securities’”' and securities held by affili- 
ates? of an issuer. The rule sets forth specific 
standards which, if met, permit persons who hold 
such securities to sell them publicly without the 
need for registration and without being deemed 
underwriters* under the Securities Act. At the time 
of its adoption in 1972, Rule 144 represented a 
significant departure in the effort to regulate re- 
sales of restricted securities, and the resale provi- 
sions of the original rule were relatively strict. 
However, as the Commission has gained experi- 
ence, it has relaxed the requirements of the rule in 
a manner consistent with the goal of investor pro- 
tection. The amendments being adopted today 
represent an appropriate next step in this process. 


In Release No. 33-6252 (October 24, 1980) [45 
FR 72685], the Commission solicited public com- 
ment on a proposal to adopt additional amend- 
ments to Rule 144. The proposed amendments 
would have permitted persons who held securities 
covered by the rule for periods of three or four 
years, depending on the nature of the market for 
the securities, to sell such securities without com- 
pliance with the provisions of the rule relating to 
volume limitation, manner of sale and notice, pro- 
vided such persons were not affiliates of the issuer 
of the securities and provided there was current 
information available to the public concerning the 
issuer. The Commission also invited public com- 
ment on the utility of the notice provision of Rule 
144 to issuers, the investment community, the 
Commission and the general public, and sought 





'The term “restricted securities’ includes securi- 
ties acquired in nonpublic offerings, such as those 
under Section 4(2) of the Securities Act, as well as 
securities acquired in offerings made in reliance 
upon Rule 240 (17 CFR 230.240) under the Act. 


2An “affiliate” of an entity is defined in Rule 405 
(17 CFR 230.405) under the Securities Act as “a 
person that directly, or indirectly through one or 
more intermediaries, controls, or is controlled by, 
or is under common control with, the (entity).” 


3The term ‘‘underwriter’ is defined in Section 
2(11) of the Securities Act and includes persons 
who acquire securities “with a view to * * * distri- 
bution.” 


SEC DOCKET/1711 








suggestions regarding the content and format of 
the Form 144 notice. The comments received in 
response to the release were very helpful. This re- 
lease will discuss separately the final Commission 
actions on each of the proposed changes. 


|. Removal of Volume Limitations 


Paragraph (e)(2) of Rule 144 specifies the amount 
of restricted securities which may be sold by a 
non-affiliate within a three-month period.* In Re- 
lease No. 33-6032 (March 5, 1979) [44 FR 15610] 
the Commission adopted changes in Rule 144 
which permitted sales of securities by non- 
affiliates without regard to the volume limitations 
of the rule, provided that the seller had held the 
securities for at least three years, if the securities 
to be sold were of a class listed on a national se- 
curities exchange or quoted on NASDAQ‘; or after 
a four-year holding period if the issuer filed period- 
ic reports under Sections 13 or 15(d) of the Secu- 
rities Exchange Act of 1934 (the “Exchange Act’) 
[15 U.S.C. 78a et seq] The proposed amendments 
would have extended this relief from the volume 
limitations of the rule to non-affiliates selling se- 
curities of a non-reporting issuer which fulfilled 
the requirements of paragraph (c)(2) of the rule re- 
garding current public information,® provided such 
non-affiliates held the securities for a period of 
four years. 





4In general, a person may sell during any three- 
month period an amount equal to the greater of 
the average weekly trading volume (if available), 
or one percent of the outstanding securities of the 
class. See, in this regard, paragraph (e)(1) of Rule 
144. 


SNASDAQ refers to the National Association of 
Securities Dealers Automated Quotation Systems, 
an electronic interdealer quotation system which is 
owned and operated by the National Association 
of Securities Dealers, Inc. 


6Paragraph (c)(2) provides that there be publicly 
available concerning the issuer the information 
specified in clauses (1) to (14), inclusive, and 
clause (16) of paragraph (a)(4) of Rule 15c2-11 
(17 CFR 240.15c2-11) under the Exchange Act 
or, if the issuer is an insurance company, the infor- 
mation specified in Section 12(g)(2)(G)(i) of that 
Act. 
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Aside from one letter which opposed the adoption 
of the proposed amendments in general, the com- 
mentators supported the proposed relaxation of 
the volume limitations. Accordingly, the Commis- 
sion has decided to extend relief from the volume 
limitations of the rule to eligible non—affiliates sell- 
ing restricted securities of an issuer which fulfills 
the requirements of paragraph (c)(2) of Rule 144. 


The Commission has also determined that it is 
now appropriate to set a uniform time for termina- 
tion of volume limitations on resales of restricted 
securities by non-affiliates. Several comment let- 
ters urged that a uniform test be adopted. The uni- 
form test would provide relief from the volume limi- 
tations of the rule after three years, regardless of 
the manner in which the issuer satisfies the cur- 
rent public information requirement of the rule. 
The Commission has in the past favored the use 
of a longer period for the application of volume 
limitations on resales of restricted securities not 
listed on an exchange or quoted on NASDAQ. In 
light of the extensive successful experience under 
the rule, the Commission believes that differentia- 
tion among issuers as to holding period is no long- 
er warranted. Further, the basic purpose of a hold- 
ing period for application of volume limitations is to 
provide a useful, simple test of probable under- 
writer status—that is, whether the original pur- 
chase was made for purposes of investment as 
opposed to distribution. Underwriter status does 
not depend on the nature of the market for the is- 
suer’s securities or the availability of public infor- 
mation. Rule 144 embodies its own public informa- 
tion standard for purposes of sales under the rule. 
Once that standard has been met, in a manner ac- 
ceptable under the rule, the underwriter holding 
period test should not vary with the informational 
status of the issuer. Accordingly, the amendments 
will permit sales of restricted securities by non- 
affiliates without regard to the volume limitation 
sof the rule, provided that the seller has held the 
securities for a period of three years and provided 
the issuer of the securities satisfies the relevant 
current public information requirement of the rule. 


Il. Removal of Restrictions Regarding Manner of 
Sale 


Paragraph (f) of Rule 144 specifies that all securi- 
ties sold pursuant to the provisions of the rule 
must be sold in “brokers’ transactions” within the 
meaning of Section 4(4) of the Securities Act, or in 
transactions directly with a “market maker” as de- 
fined in Section 3(a)(38) of the Exchange Act. Par- 
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agraph (f) also requires the seller of securities not 
to solicit or arrange for the solicitation of orders to 
buy the securities in anticipation of or in connec- 
tion with the transaction, or to make any payment 
in connection with the offer and sale of the securi- 
ties to any person other than the broker who exe- 
cutes the order to sell the securities. By its terms, 
paragraph (f) is not applicable to sales of securi- 
ties for the account of a decedent’ssestate or the 
beneficiary of such an estate, if the estate or the 
beneficiary is not an affiliate of the issuer. The 
proposed amendments would have provided relief 
from the requirements of paragraph (f) for non- 
affiliates who held restricted securities for three 
years, if such securities were of a class listed on a 
national securities exchange or quoted on 
NASDAQ; or four years, if the issuer filed periodic 
reports under Section 13 or 15(d) of the Exchange 
Act or met the requirements of paragraph (c)(2) of 
the rule regarding current public information. 


In proposing this amendment the Commission 
noted that, in Release No. 33-5979 (September 
27, 1978) [42 FR 43709], it had amended Rule 
144 to permit persons selling restricted securities 
to deal directly with a market maker as an 
alternative to the unsolicited brokers’ transaction 
originally required by the rule and that, as a con- 
sequence, significant amounts of securities have 
been sold through market makers in transactions 
involving some degree of solicitation. The Com- 
mission stated it was unaware that this relaxation 
had resulted in any significant adverse effect on 
the securities markets or the investing public, and 
that a further easing of this restriction seemed ap- 
propriate. Apart from the letter opposing the adop- 
tion of the amendments, comment on the proposal 
to relieve eligible non-affiliates from the manner of 
sale requirement of Rule 144 was favorable. Com- 
mentators specifically supporting this relief argued 
that the current public information requirement of 
the rule and the Exchange Act’s antifraud provi- 
sions would provide adequate protection for pur- 
chasers of securities if the proposal were adopted. 
Accordingly, the Commission is adopting an 
amendment to provide the relief proposed. Howev- 
er, consistent with the treatment of volume limita- 
tions discussed in Part | above, the Commission is 
conditioning this relief for eligible non-affiliates 
upon the satisfaction of a uniform minimum three- 
year holding period. Accordingly, the amendments 
will permit sales of restricted securities by non- 
affiliates without regard to the provisions of the 
rule regarding manner of sale, provided that the 
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seller has held the securities for a period of three 
years.’ 


lll. Modification of Notice of Sale Requirement 


Paragraph (h) of Rule 144 requires that notice of 
proposed sales pursuant to the provisions of the 
rule be filed with the Commission, unless the num- 
ber of shares or other units being sold is less than 
500 and the aggregate sale price is less than 
$10,000. The Form 144 notice is to be transmitted 
for filing at the time an order is placed with a bro- 
ker to execute a sale of securities pursuant to the 
rule, or at the time such a sale is executed with a 
market maker. 


In Release 33-6252, the Commission proposed 
that non-affiliates be relieved from compliance 
with paragraph (h) if they held the securities to be 
sold for three years, if such securities were of a 
class listed on a national securities exchange or 
quoted on NASDAQ; or four years, if the issuer 





7The manner in which a non-affiliate resells his 
securities may raise questions as to whether he is 
engaged in a distribution for purposes of Rule 
10b-6 (17 CFR 240.10b-6) under the Exchange 
Act. The traditional test of a Rule 10b-6 distribu- 
tion involves analysis of such factors as (i) the 
magnitude of the offering, (ii) the selling efforts, 
and (iii) the selling methods used. See Bruns, 
Nordeman & Co., 40 S.E.C. 652, 660 (1961). 
These criteria also are used to determine whether 
sales pursuant to the liberalized volume limitations 
under Rule 144, effective as of September, 1978 
(Release No. 33-5979 (September 27, 1978)), 
constitute a distribution for purposes of Rule 
10b-6. See Release No. 33-6099 (August 14, 
1979), Question 57. If sales pursuant to Rule 144 
constitute such a distribution, Rule 10b-6 prohib- 
its, among other things, purchases of the class of 
securities to facilitate the distribution by a partici- 
pant in the distribution until his participation has 
been completed. In its comments on the amend- 
ments as proposed (Release No. 33-6252 (Octo- 
ber 24, 1980)), the American Bar Association’s 
Section of Corporation, Banking and Business 
Law suggested that the Commission amend Rule 
10b-6 to provide that sales pursuant to Rule 144 
are not to be deemed distributions for the purpose 
of Rule 10b-6 if certain conditions are met. The 
staff is currently considering whether to recom- 
mend such an amendment to the Commission. 


SEC DOCKET/1713 








filed periodic reports under Sections 13 or 15(d) of 
the Exchange Act or met the requirements of para- 
graph (c)(2) of the rule regarding current public in- 
formation. In proposing this amendment, the Com- 
mission observed that the notice requirement of 
Rule 144, which had been considered valuable at 
the time of adoption of the rule, might no longer be 
essential, at least for transactions by certain 
nonaffiliates, particularly in light of the Commis- 
sion’s successful experience with the rule. Howev- 
er, the Commission specifically requested com- 
ment on the utility of the information now provided 
by the form, and suggestions for amendments to 
make the notice more useful. 


Virtually all commentators favored the proposed 
relief from the requirements of paragraph (h) of 
Rule 144. The most often cited reason for adopt- 
ing the proposal was that it would reduce costly 
paperwork and avoid delays for sellers (which 
might result in missing a favorable market). Com- 
mentators also stated that the notice requirement 
can lead to inadvertent violations of the rule which 
may necessitate breaking trades to the seller's 
detriment. Some commentators saw disadvan- 
tages to the public information provided by the no- 
tice, and one letter stated that the Form 144 alerts 
market makers and specialists as to when blocks 
of stock are to be placed on sale, enabling them to 
lower their bid prices to the seller’s detriment. Two 
letters stated that the notice requirement apprised 
brokers of sellers’ shareholdings, which led to 
unwanted future solicitations by aggressive bro- 
kers. (One broker, however, argued that this was 
to the seller's advantage if the seller had not re- 
ceived the best price in his Rule 144 transaction.) 


Some commentators expressed reservations 
about the usefulness of Form 144 as an enforce- 
ment tool. They argued that since Rule 144 sales 
generally do not have significant market impact, 
the Commission should not use its scarce re- 
sources in examining the form; and that since non- 
affiliates in particular do not have access to spe- 
cial information, the Commission should have little 
interest in their sales. One letter pointed out that 
persons making illegal distributions would be un- 
likely to file a Form 144 in any event. Two letters 
questioned the usefulness of the required repre- 
sentation regarding material adversg information 
as an enforcement tool. 


Only two letters opposed the elimination of the no- 
tice raquirement for eligible non-affiliates. One 
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stated that the information provided by Form 144 
facilitated market efficiency; the other letter ex- 
pressed the view that the notice was useful to the 
issuer as an indication that the conditions of the 
rule had been met. 


Considering the commentators’ overwhelming 
support for the proposed elimination of the notice 
requirement for sales by certain non-affiliates and 
the cogent reasons advanced by many commenta- 
tors in favor of such relief, the Commission has 
determined to adopt an amendment relieving eligi- 
ble non-affiliates from the requirement of filing a 
Form 144 notice pursuant to paragraph (h) of the 
rule. This relief is also conditioned upon a holding 
period of at least three years. While the Form 144 
notice filing requirement may have served limited 
informational and regulatory functions in the past, 
the Commission is of the opinion that the costs 
and burdens of the requirement outweigh its use- 
fulness, at least in this area. Accordingly, the 
amendments being adopted will permit sales of re- 
stricted securities by non-affiliates without regard 
to the provisions of the rule regarding notice, pro- 
vided that the seller has held the securities for a 
period of three years. 


IV. Other Matters 


In addition to commenting on the proposed rule 
amendments, the letters received made various 
suggestions for further action by the Commission. 
The Commission appreciates such suggestions 
and will consider whether some of them may be 
appropriate for action in the future. In view of the 
significance of the rule changes being adopted, 
however, the Commission is making no further 
proposals in this area at this time. 


TEXT OF THE AMENDMENTS 


17 CFR Part 230 is amended by revising para- 
graphs (e)(2), (f) and (h) of §230.144 and adding 
paragraph (k) thereto to read as follows: 


PART 230—GENERAL RULES AND REGULA- 
TIONS, SECURITIES ACT OF 1933 


§230.144 Persons deemed not to be engaged ina 
distribution and therefore not underwrit- 
ers. 
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(2) Sales by persons other than affiliates. The 
amount of restricted securities sold for the account 
of any person other than an affiliate of the issuer, 
together with all other sales of restricted securities 
of the same class for the account of such person 
within the preceding three months, shall not ex- 
ceed the amount specified in paragraphs (e)(1)(i), 
(1)(ii) or (1)(iii) of this section, whichever is appli- 
cable, unless the conditions of paragraph (k) of 
this rule are satisfied. 


(f) Manner of sale. The securities shall be sold in 
“brokers’ transactions” within the meaning of sec- 
tion 4(4) of the Act or in transactions directly with a 
“market maker,” as that term is defined in section 
3(a)(38) of the Securities Exchange Act of 1934, 
and the person selling the securities shall not (1) 
solicit or arrange for the solicitation of orders to 
buy the securities in anticipation of or in connec- 
tion with such transaction, or (2) make any pay- 
ment in connection with the offer or sale of the se- 
curities to any person other than the broker who 
executes an order to sell the securities. The re- 
quirements of this paragraph, however, shall not 
apply to securities sold for the account of the es- 
tate of a deceased person or for the account of a 
beneficiary of such estate provided the estate or 
beneficiary thereof is not an affiliate of the issuer; 
nor shall they apply to securities sold for the ac- 
count of any person other than an affiliate of the 
issuer provided the conditions of paragraph (k) of 
this rule are satisfied. 


(h) Notice of proposed sale. \f the amount of se- 
curities to be sold in reliance upon the rule during 
any period of three months exceeds 500 shares or 
other units or has an aggregate sale price in ex- 
cess of $10,000, three copies of a notice on Form 
144 shall be filed with the Commission at its princi- 
pal office in Washington, D.C.; and if such securi- 
ties are admitted to trading on any national securi- 
ties exchange, one copy of such notice shall also 
be transmitted to the principal exchange on which 
such securities are so admitted. The Form 144 
shall be signed by the person for whose account 
the securities are to be sold and shall be trans- 
mitted for filing concurrently with either the placing 
with a broker of an order to execute a sale of se- 
curities in reliance upon this rule or the execution 
directly with a market maker of such a sale. Nei- 
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ther the filing of such notice nor the failure of the 
Commission to comment thereon shall be deemed 
to preclude the Commission from taking any action 
it deems necessary or appropriate with respect to 
the sale of the securities referred to in such notice. 
The requirements of this paragraph, however, 
shall not apply to securities sold for the account of 
any person other than an affiliate of the issuer, 
provided the conditions of paragraph (k) of this 
rule are satisfied. 


(k) Termination of certain restrictions on sales of 
restricted securities by persons other than affili- 
ates. The requirements of paragraphs (e), (f) and 
(h) of this rule shall not apply to restricted securi- 
ties sold for the account of a person who is not an 
affiliate of the issuer at the time of the sale and 
has not been an affiliate during the preceding 
three months, provided the securities have been 
beneficially owned by the person for a period of at 
least three years prior to their sale. In computing 
the period for which securities have been benefi- 
cially owned for purposes of this provision, refer- 
ence should be made to paragraph (d) of this sec- 
tion. 


(Secs. 2(11), 4(1), 4(4), 19(a), 48 Stat. 74, 88, 85; 
secs. 201, 203, 209, 210, 48 Stat, 904, 906, 908; 
secs. 1-4, 5, 68 Stat. 683, 684; sec. 12, 78 Stat. 
580; (15 U.S.C. 77b(11), 77d(1), 77d(1), 77d(4), 
77s(a))). 


STATUTORY BASIS 


The amendments to Rule 144 have been adopted 
by the Commission pursuant to the Securities Act 
of 1933, particularly Sections 2(11), 4(1), 4(4) and 
19(a) thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 6287/Feb. 6, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17522/Feb. 6, 1981 


Technical Amendment Regarding Exhibit Re- 
quirements 


ACTION: Final rules. 


SUMMARY: The Commission announces the 
adoption of a technical amendment to Item 7 (“Ex- 
hibits”) of Regulation S-K, the standard instruc- 
tions for filing forms under the Securities Act of 
1933 and the Securities Exchange Act of 1934, 
and to Form S-18, the optional form for registra- 
tion of securities to be sold to the public by an is- 
suer for an aggregate cash price not to exceed 
$5,000,000. The technical amendment revises 
part of the definition of “material contracts” con- 
tained in Item 7 and in the “Instructions as to Ex- 
hibits” of Form S—18 in order to limit the manage- 
ment contracts and remunerative plans, contracts 
and arragements required to be filed thereunder in 
a manner more consistent with the intent of the 
Commission in promulgating the recent changes in 
the exhibit requirements and in order to clarify the 
language of the definition. 


EFFECTIVE DATE: (Upon publication in the FED- 
ERAL REGISTER). 


FOR FURTHER INFORMATION: Prior to the ef- 
fective date of the amendment, contact William H. 
Carter, Office of Disclosure Policy (202) 
272-2604). Thereafter, contact William E. 
Toomey, Office of Chief Counsel, Division of Cor- 
poration Finance, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549 (202-272-2573). 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission today announced 
a technical amendment to Item 7 (‘Exhibits’) of 
Regulation S-K (17 CFR 229.20) and to the “‘In- 
structions as to Exhibits” of Form S-18 (17 CFR 
239.28), which are virtually identical to Item 7. The 
amendment revises part (b)(10)(c) of the Item, the 
definition of ‘material contract” involving remuner- 
ative plans, contracts or arrangements. 
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|. Background 


In both the release which adopted Item 7 (‘“Exhib- 
its’) of Regulation S-K' and the release which 
originally proposed the Item for comment? the 
Commission expressed its purpose as that of mak- 
ing the exhibit requirements more relevant to in- 
vestors, reducing the burdens such requirements 
impose on registrants, and concomitantly less- 
ening the volume of paper filed with the Commis- 
sion. The proposing release, moreover, specifical- 
ly stated that paragraph (c) of the definition of 
material contract was “... revised to reduce the 
number of remunerative plans or arrangements 
which must be filed.” 


As originally adopted, paragraph (c) of the defini- 
tion deemed any management contract or any re- 
munerative plan, contract or arrangement (with 
certain exceptions) to be a material contract which 
must be filed. Subpart (4) of paragraph (c) ex- 
cepted from the definition any remunerative plan, 
contract or arrangement in which directors or ex- 
ecutive officers of a registrant do not participate. 
The purpose of this exclusion was to eliminate 
those types of plans which were generally be- 
lieved not to be material to investors and not to be 
necessary for staff review purposes. Experience 
subsequent to the adoption of Item 7, however, 
has shown that paragraph (c) has resulted in reg- 
istrants filing a large volume of varied remunera- 
tive contracts involving directors and executive of- 
ficers, contracts which are not material and which 
would not have been filed under the previously ex- 
isting “material in amount or significance” stand- 
ard. Accordingly, it is clear that this new provision 
not only has not accomplished its intended pur- 
pose of “reducing the number of remunerative 
plans or arrangements which must be filed” but 
has had the opposite effect. 


The Commission, therefore, is adopting a techni- 
cal amendment to paragraph (c) limiting the defini- 
tion of “material contracts” as applied to remuner- 
ative plans, contracts or arrangements in a man- 
ner more consistent with its original intention in 
proposing and adopting the changes in the exhibit 





‘Securities Act of 1933 Release No. 6230 (August 
27, 1980) [45 FR 58822). 


?Securities Act of 1933 Release No. 6149 (No- 
vember 16, 1979) [44 FR 67143]. 
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requirements. The Commission is also taking the 
opportunity to clarify the language of the definition. 


Il. Synopsis of Amendment 


The amendment to paragraph (c) of the definition 
of material contracts under Item 7 (which is also 
reflected in Form S-18, “Instructions as to Exhib- 
its,” paragraph (9)) narrows the class of persons 
as to which any remunerative plan, contract or 
arrangement is conclusively deemed to be materi- 
al and therefore must be filed. As adopted in Au- 
gust 1980, any such plan, contract or arrangement 
in which any of the directors or executive officers 
of the registrant participate is conclusively 
deemed to be a material contract. As now 
amended, only such plans, contracts or arrang- 
ements in which any of the directors or five most 
highly compensated executive officers of the reg- 
istrant participate is deemed to be a material con- 
tract. Plans, contracts or arrangements partici- 
pated in by the other executive officers of a 
registrant are to be included, or not, on the basis 
of the historical “material in amount or signifi- 
cance” standard. Since the filing obligation has 
been amended to be limited to those contracts in 
which at least one director or executive officer is a 
participant, the exclusion from the requirement 
adopted in August 1980 for remuneration con- 
tracts in which no executive officer or director is a 
participant is no longer necessary. Therefore, this 
exclusion has been eliminated. The substance of 
the other provisions of the definition is not 
changed. The language has been modified to re- 
duce any possible confusion. 


It should be noted that the Commission will not re- 
quire amendments to any exhibits which were filed 
pursuant to the original exhibit requirements? but 
which would not be required to be filed under this 
amendment. 


Ill. Text of Amendments 


PART 229—STANDARD INSTRUCTIONS FOR 
FILING FORMS UNDER SECURI- 
TIES ACT OF 1933 AND SECURI- 
TIES EXCHANGE ACT OF 
1934—REGULATION S-K 


1. Section 229.20 is amended by revising para- 
graph (b)(10)(c) of Item 7 to read as follows: 





3As adopted in Securities Act Release No. 6230, 
supra n. 1. 
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§229.20 Information required in document. 


* * * * * 


Item 7. Exhibits. 


(b) x*** 
(10) Material contracts — * * * 


(c)(1) Any management contract or any remunera- 
tive plan, contract or arrangement, including but 
not limited to plans relating to options, warrants or 
rights, pension, retirement or deferred compensa- 
tion or bonus, incentive or profit sharing (or if not 
set forth in any formal document, a written de- 
scription thereof) in which any director or any of 
the five most highly compensated executive offi- 
cers of the registrant participates shall be deemed 
material and shall be filed; and any other such 
plan, contract, or arrangement in which any other 
executive officer of the registrant participates shall 
be filed unless immaterial in amount or signifi- 
cance. See Item 4 of Regulation S-K (17 CFR 
229.20) for the definition of the term “executive of- 
ficer” and for information on determining the “five 
most highly compensated executive officers.” 


(2) Notwithstanding paragraph (c)(1) above, the 
following management contracts or remunerative 
plans, contracts or arrangements need not be 
filed: 


(i) Ordinary purchase and sales agency 
agreements. 


(ii) Agreements with managers of stores 
in a chain organization or similar organi- 
zation. 


(iii) Contracts providing for labor or 
salesmen’s bonuses or payments to a 
class of security holders, as such. 


(iv) Any remunerative plan, contract or 
arrangement which pursuant to its terms 
is available to employees generally and 
which in operation provides for the 
same method of allocation of benefits 
between management and nonmanage- 
ment participants. 
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Instruction: In order to comply with paragraph (c) 
above, registrants need only file copies of the 
various remunerative plans and need not file each 
individual director's or executive officer's personal 
agreement under the plans unless there are par- 
ticular provisions in such personal agreements 
whose disclosure in an exhibit is necessary to an 
investor's understanding of that individual’s remu- 
neration under the plan. 


PART 239— FORMS PRESCRIBED UNDER THE 
SECURITIES ACT OF 1933 


2. Section 239.28 is amended by revising para- 
graph (9)(c) of the Instructions as to Exhibits of 
Form S-18 to read as follows: 


§239.28 Form S-18, optional form for the registra- 
tion of securities to be sold to the public by the is- 
suer for an aggregate cash price not to exceed 
$5,000,000. 


INSTRUCTIONS AS TO EXHIBITS 


(9) Material contracts — 


(c)(1) Any management contract or any remunera- 
tive plan, contract or arrangement, including but 
not limited to plans relating to options, warrants or 
rights, pension, retirement or deferred compensa- 
tion or bonus, incentive or profit sharing (or if not 
set forth in any formal document, a written de- 
scription thereof) in which any director or any of 
the five most highly compensated executive offi- 
cers of the registrant participates shall be deemed 
material and shall be filed; and any other such 
plan, contract, or arrangement in which any other 
executive officer of the registrant participates shall 
be filed unless immaterial in amount or signifi- 
cance. See Item 4 of Regulation S-K (17 CFR 
229.20) for the definition of the term ‘executive of- 
ficer” and for the information on determining the 
“five most highly compensated executive officers.” 
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(2) Notwithstanding paragraph (c)(1) above, the 
following management contracts or remunerative 
plans, contracts or arrangements need not be 
filed: 


(i) Ordinary purchase and sales agency 
agreements. 


(ii) Agreements with managers of stores 
in a chain organization or similar organi- 
zation. 


(iii) Contracts providing for labor or 
salesmen’s bonuses or payments to a 
class of security holders, as such. 


(iv) Any remunerative plan, contract or 
arrangement which pursuant to its terms 
is available to employees generally and 
which in operation provides for the 
same method of allocation of benefits 
between management and nonmanage- 
ment participants. 


Instruction: \n order to comply with paragraph (c) 
above, registrants need only file copies of the 
various remunerative plans and need not file each 
individual director’s or executive officer's personal 
agreement under the plans unless there are par- 
ticular provisions in such personal agreements 
whose disclosure in an exhibit is necessary to an 
investor's understanding of that individual’s remu- 
neration under the plan. 


PROCEDURAL MATTERS 


With respect to the technical amendment to Regu- 
lation S-K, as required by Section 23(a) of the Ex- 
change Act (15 U.S.C. 78w(a)) the Commission 
has considered the impact that such technical 
amendment would have on competition and has 
concluded that such amendment would not impose 
any burden on competition. 


With respect to the technical amendments to Reg- 
ulation S-K and Form S-18 under the Securities 
Act and the Exchange Act, the Commission be- 
lieves that it is appropriate to adopt these technic- 
al amendments effective immediately in order to 
achieve its intended purpose in the rule changes 
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adopted on August 27, 1980* and to clarify poten- 
tially confusing language therein. Accordingly, the 
Commission pursuant to Section 553(b) of the 
Administrative Procedure Act (“APA”) (5 U.S.C. 
553(b)) for good cause finds that notice and op- 
portunity for public comment at this time is imprac- 
ticable, unnecessary and contrary to the public in- 
terest. In addition, the Commission, pursuant to 
Section 553(d) of the APA (5 US.C. 553(d)), finds 
good cause to adopt the foregoing technical 
amendments to Regulation S-K and Form S-18 
effective immediately in order to achieve the in- 
tended purpose of its previous rule changes and to 
clarify certain language. 


AUTHORITY 


The amendment to Form S-18 under the Securi- 
ties’ Act of 1933 is being adopted pursuant to the 
authority in Sections 6, 7, 8, 10 and 19(a) of the 
Act. The amendment to Regulation S—K is being 
adopted pursuant to all of the 1933 Act provisions 
referred to above and Sections 12, 13, 15(d) and 
23(a) of the Securities Exchange Act of 1934. 


[Secs. 6, 7, 8, 10, 19(a), 48 Stat. 78, 79, 81, 85; 
secs. 205, 209, 48 Stat. 906, 908; sec. 301, 54 
Stat. 857. sec. 8, 68 Stat. 685; sec. 1, 79 Stat. 
1051; sec. 308(a)(2), 90 Stat. 57; secs. 12, 13, 
15(d), 23(a, 48 Stat. 892, 894, 895, 901; secs. 1, 
3, 8, 49 Stat. 1375, 1377, 1379; sec. 203(a), 49 
Stat. 704; sec. 202, 68 Stat. 686; secs. 3, 4, 6, 78 
Stat. 565-568, 570-574; secs. 1, 2, 82 Stat. 454, 
sec. 28(c), 84 Stat. 1435; secs. 1, 2, 84 Stat. 
1497, sec. 105(b), 88 Stat. 1503; secs. 8, 9, 10, 
18, 89 Stat. 117, 118, 119, 155; sec. 308(b), 90 
Stat. 57; secs. 202, 203, 204, 91 Stat. 1494, 1498, 
1499, 1500; 15 U.S.C. 77f, 77g, 77h, 77j, 77s(a) 
781, 78m, 780(d), 78w(a)] 


By the Commission. 


George A. Fitzsimmons 
Secretary 








4See Securities Act Release No. 6230, supra n. 1. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21913/Feb. 9, 1981 


TRUST INDENTURE ACT OF 1939 
Release No. 610/Feb. 9, 1981 


INVESTMENT COMPANY ACT 1940 
Release No. 11612/Feb. 9, 1981 


ACCOUNTING SERIES 
Release No. 286/Feb. 9, 1981 


New Interim Financial Information Provisions and 
Revision of Form 10-Q for Quarterly Reporting 


ACTION: Final Rules. 


SUMMARY: The Commission announces the 
adoption of amendments to Form 10-Q, the quar- 
terly reporting form under the Securities Exchange 
Act of 1934; to Regulation S-K, the standard in- 
structions for filing forms under the Securities Act 
of 1933 and the Securities Exchange Act of 1934; 
to Regulation S—-X, the regulation which pre- 
scribes the form and content of and requirements 
for financial statements; and to related rules. 
These amendments make disclosure requirements 
for interim financial information in quarterly reports 
and in registration statements consistent with 
those recently adopted for annual reporting as part 
of the integrated disclosure program and establish 
standard requirements for both interim financial 
statements and management's discussion and 
analysis for interim periods. This action is intend- 
ed to simplify disclosure regulations, to reduce re- 
porting burdens by furthering the Commission’s 
program to integrate disclosure obligations under 
the federal securities laws, to encourage integra- 
tion of formal and informal shareholder communi- 
cations, and to enhance the value of quarterly and 
interim information disclosed to investors and 
shareholders. 


EFFECTIVE DATE: For all filings and reports pur- 
suant to the Securities Act of 1933 and the Securi- 
ties Exchange Act of 1934 containing financial in- 
formation for interim periods subsequent to the 
end of fiscal years ended after December 15, 
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1980. For filings and reports containing financial 
information for interim periods prior to such time, 
registrants are permitted to comply with these 
amendments, provided that the filing or a previous 
filing contains financial information for the most re- 
cent fiscal year prepared in compliance with the 
amendments to Regulation S-X and S—K adopted 
in Securities Act Release Nos. 6231, 6233, and 
6234 (September 2, 1980) (45 FR 63630, 63660, 
and 63682). 


FOR FURTHER INFORMATION CONTACT: Prior 
to effectiveness of the amendmenis, contact 
Lawrence C. Best, (202) 272-2130, Office of the 
Chief Accountant (Accounting Matters); Catherine 
Collins McCoy, (202) 272-2589, or William E. 
Morley, (202) 272-2573 (Other Matters); Division 
of Corporation Finance. Thereafter, contact only 
William E. Morley 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission announced today: 
(1) the revision of Form 10-—Q (17 CFR 249.318a), 
the quarterly report form required to be filed by 
most publicly owned companies; (2) the adoption 
of an amendment to Item 11 of Regulation S-K 
(17 CFR 229.20) setting forth the standard re- 
quirements for management’s discussion and 
analysis of interim financial information; (3) the 
adoption of a new Article 10 in Regulation S—X (17 
CFR Part 210) containing uniform instructions as 
to the form and content of interim financial state- 
ments and rules governing the periods to be cov- 
ered by financial statements in Form 10-Q; (4) 
related amendments to various provisions of Reg- 
ulation S—X, to the projections safe-harbor rules 
under the federal securities laws, and to the exhib- 
its provisions of Item 7 of Regulation S—K; and (5) 
a technical amendment to Rule 3-12 of Regula- 
tion S—X. 


The new provisions in Regulation S-K and Regu- 
lation S—X significantly change as well as stand- 
ardize the requirements as to the form and content 
of financial information disclosed for interim peri- 
ods both in quarterly reports required under the 
Securities Exchange Act of 1934 (the “Exchange 
Act’) (15 U.S.C. 78a et seq.) and registration 
statements filed under the Securities Act of 1933 
(the “Securities Act’) (15 U.S.C. 77a et seq.). 
These actions, together with the streamlining and 
Clarifying revisions to Form 10-Q, are an integral 
part of the Commission’s program to integrate the 
disclosure requirements of the Exchange Act with 
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those of the Securities Act and to encourage and 
facilitate the integration of corporate reporting on 
formal Commission filings with informal corporate 
communications with shareholders. 


Background 


The proposed revisions to Form 10-—Q, Regulation 
S-K, Regulation S—X and related rules were pub- 
lished for public comment on September 2, 1980,' 
as part of a group of six rulemaking actions de- 
signed to achieve an integrated and simplified dis- 
closure system. At that time, the Commission 
adopted amendments to Form 10-K (17 CFR 
249.310), Rule 14a-3 (17 CFR 240.14a-3), Regu- 
lation S-K, and Regulation S—X which laid the 
foundation for integration and substantially 
changed the requirements for annual reporting to 
the Commission and to security holders under the 
Exchange Act.? 


The remaining two actions taken on September 2, 
1980, concerned the registration of securities un- 
der the Securities Act? and demonstrated the op- 
eration of the Commission's integration initiatives. 
First, Securities Act disclosure documents are 


‘Securities Act Release No. 6236 (September 2, 


1980) (45 FR 63724). 


2Securities Act Release Nos. 6231, 6233, 6234 
(September 2, 1980) (45 FR 63630). The changes 
adopted included eliminating unnecessry and 
overlapping reporting requirements; restructuring 
Form 10-K to facilitate integration of formal and 
informal reports; adding a new requirement for 
management's discussion and analysis of financial 
condition and results of operations; establishing 
uniform financial statement instructions governing 
the periods to be covered in Form 10-K, the annu- 
al report to security holders and other forms and 
reports under both Acts; and revising Regulation 
S-X to eliminate certain differences with generally 
accepted accounting principles. 


3The Commission adopted new Form S-15 (17 
CFR 239.29), an abbreviated form for registering 
securities issued in certain business combina- 
tions, Securities Act Release No. 6232 (Septem- 
ber 2, 1980) (45 FR 63647), and proposed for 
comment Forms A, B and C, new forms that would 
constitute the basic Securities Act disclosure 
framework, Securities Act Release No. 6235 (Sep- 
tember 2, 1980) (45 FR 63693). 
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scaled down by relying wherever possible, through 
incorporation by reference, on the role played by 
continuous reporting under the Exchange Act in 
supplying current information to shareholders and 
to the trading markets. Second, the concepts of 
uniform disclosure and interchangeable document 
parts are employed so that documents produced 
in response to one disclosure system may then be 
used to satisfy some or all of the obligations under 
another system. 


It was within this framework that the Commission 
proposed to revise Form 10-Q and the require- 
ments for reporting interim financial information. 
The amendments being adopted herein for quar- 
terly reporting complement those previously 
adopted for annual reporting, most significantly 
through management's discussion and analysis of 
financial information and uniform financial state- 
ment instructions. The comprehensive scheme for 
Exchange Act reporting thus will ensure the con- 
tinuous flow of meaningful information necessary 
to allow Exchange Act disclosure to replace full re- 
iteration in the Securities Act context or to support 
abbreviated Securities Act disclosure where ap- 
propriate. In addition, the amendments adopted 
herein make the requirements for interim financial 
reporting under the Exchange Act consistent with 
those for interim financial information presented in 
Securities Act registration statements. 


If they desire, registrants may meet the obligations 
of the Exchange Act system by using their informal 
annual and quarterly reports to shareholders to 
satisfy Exchange Act requirements for all or any 
part of the information required to be filed. The 
Form 10-Q, Regulation S-K and Regulation S—X 
revisions build upon the annual reporting system 
to ensure meaningful disclosure on a continuous 
basis by making quarterly reporting a mechanism 
to update the annual report. Where an informal re- 
port to shareholders contains some or all of the re- 
quired information, appropriate portions of the re- 
port may be incorporated by references into the 
Form 10-Q in lieu of repetitive disclosure, just as 
the annual report to security holders may be used 
to satisfy some of the requirements of Form 10-K. 


The proposed amendments generated substantial 
public commentary, with seventy-five letters re- 
ceived in response to the invitation for comment.* 





4Letters were received from the following catego- 
ries of commentators: corporations (56); account- 
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Comment was overwhelmingly in favor of the pro- 
posals. In addition, a number of specific comments 
were directed to various specific aspects of the 
proposals, many suggesting respects in which the 
proposals could be enhanced to better achieve the 
Commission's goais. The amendments adopted 
herein reflect a number of helpful comments re- 
ceived. These specific comments, as well as some 
others not directly reflected in the text of the 
amendments as adopted, are discussed where ap- 
propriate in the following “Synopsis” portion of the 
release. 


Synopsis of Rule Amendments Adopted 


The following brief synopsis is intended to assist 
interested parties in their. understanding of the 
amendments being adopted. Included in the 
discussion are respects in which the amendments 
differ from those as proposed. The changes in the 
financial statement instructions for interim finan- 
cials and the amended management's discussion 
and analysis provision, the most critical aspects of 
the amendments adopted herein, will be ad- 
dressed first. Next, the amendments being adopt- 
ed to the cover page, instructions, and Part II of 
Form 10-Q will be discussed. Finally, the synopsis 
will point out the related amendments being adopt- 
ed to the projections safe harbor rules and to the 
exhibits item (Item 7) of Regulation S-K. Attention 
is directed to the text of the rule and form amend- 
ments for a more complete understanding. 


A. Interim Financial Information Requirements 


1. Financial Statement Requirements Centralized 
in Regulation S-X 


With the adoption in September, 1980, of the new 
Article 3 of Regulation S-X, standard require- 
ments for financial statements were established 
for reporting on annual periods in Form 10-K and 





ing firms and associations (10); law firms and 
associations (3); trade organizations and associa- 
tions (5); and the securities industry (1). Copies of 
these letters are available for public inspection 
and copying at the Commission’s Public Refer- 
ence Room (File No. S7-850). For the conven- 
ience of the public, a copy of a letter summary pre- 
pared by the staff of the Commission has been 
placed in File No. S7-850 and is also available for 
public inspection and copying. 
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in most registration forms.5 At the same time, the 
rules governing the form and content of interim fi- 
nancial statements for purposes of registration 
statements were conformed with the requirements 
of Form 10-Q, with the instructions in Form 10-Q 
becoming the principal guidance for the prepara- 
tion of all interim financial information. The new 
Article 10 of Regulation S-X adopted herein trans- 
fers to a separate article in Regulation S-X the 
standard instructions for interim financial state- 
ments heretofore contained in Form 10-Q. The 
rules concerning the form and content of interim fi- 
nancial statements have been taken principally 
from the existing provisions of Form 10-Q. 
Changes made to those provisions are specifically 
addressed in the following discussions. The Com- 
mission believes this move to standardize the in- 
structions as to interim financial statements in 
Regulation S-X and to standardize the require- 
ments for management's discussion and analysis 
of interim periods (discussed in greater detail be- 
low) further simplifies the disclosure requirements 
under the federal securities laws. 


2. Clarification of Interim Disclosure Rules 


The rules which have been included in Regulation 
S-X contain revised language, in paragraph (a)(5) 
of Article 10-01, regarding the basis upon which 
the adequacy of the interim financial disclosure 
may be determined. This provision is designed to 
alleviate the confusion caused by the previous In- 
struction 4(a)(3) to Part | of Form 10-Q® by set- 
ting forth an expanded description of the basis 
upon which registrants may determine the ade- 
quacy of interim disclosure. Registrants are in- 
structed that the interim financial information is to 





°Regulation S-X contains uniform rules regarding 
the periods for which financial statements must be 
provided as well as requirements governing their 
form and content. 


Instruction 4(a)(3) of Form 10-Q provided that: 


Rule 4-08 of Regulation S-X and other 
requirements which call for detailed 
footnote disclosure and schedules shall 
not apply. As with all information filed 
with the Commission, however, disclo- 
sures must be adequate to make the in- 
formation presented not misleading. 
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include disclosure, either on the face of the finan- 
cial statements or in accompanying footnotes, suf- 
ficient so as to make the interim information pres- 
ented not misleading. The need for and adequacy 
of additional disclosure is to be determined, ex- 
cept in regard to material contingencies, in the 
context of a presumption that users of interim fi- 
nancial information have either read or have ac- 
cess to the audited financial statements for the lat- 
est fiscal year. Footnote disclosure which would 
substantially duplicate the disclosure contained in 
the audited financial statements for the most re- 
cent fiscal year, such as a statement of significant 
accounting policies and practices, details of ac- 
counts which have not changed significantly in 
amount or composition since the end of the most 
recent fiscal year, and detailed disclosures pre- 
scribed by Rule 4-08 of Regulation S—X (note re- 
quirements for complete financial statements) may 
be omitted. 


Disclosure is required to be provided, however, 
where events having a material impact on the reg- 
istrant have occurred since the end of the most re- 
cent fiscal year. Disclosure will encompass, for ex- 
ample, significant changes since the end of the 
most recent fiscal year in such items as: account- 
ing principles and practices; estimates inherent in 
the preparation of financial statements; status of 
long-term contracts; capitalization including signif- 
icant new borrowings or modification of existing 
financing arrangements; and the reporting entity 
resulting from business combinations or disposi- 
tions. Where material contingencies exist, disclo- 
sure of these contingencies must be included even 
though a material change in such contingencies 
may not have occurred since the end of the prior 
fiscal year. 


As proposed, the rules would have allowed regis- 
trants the flexibility of providing disclosure neces- 
sary for fair presentation on the face of the interim 
financial statements, in accompanying footnotes 
or in the interim management's discussion and 
analysis. Commentators objected to this degree of 
flexibility because they believe interim financial 
statements should stand on their own, with all rel- 
evant disclosures included therewith, just as Reg- 
ulation S-X requires fiscal year financial state- 
ments to stand on their own. Allowing flexibility 
would mean that registrants could combine the 
verifiable data needed for a fair presentation of the 
interim financial statement with the more subjec- 
tive data in meanagement’s discussion and analy- 
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sis. In addition, limited reviews of interim results 
by independent accountants could become more 
difficult to perform. The Commission believes that 
even for interim reporting it is important to distin- 
guish between disclosures necessary for fair pres- 
entation of financial condition and disclosures 
which are supplemental in nature. Accordingly, 
paragraph (a)(5) of Article 10-01 as adopted does 
not allow registrants to provide the disclosures 
necessary for fair presentation in management's 
discussion and analysis. 


Many commentators also objected to the proposed 
requirement to disclose material contingencies in 
interim reports even though a significant change 
since the prior year end may not have occurred. A 
number of commentators believed this provision to 
be inconsistent with the ability of registrants to 
presume that users have read or have access to 
the latest audited financial statements and recom- 
mended that this exception to the general rule be 
eliminated. The requirement to repeat the disclo- 
sure of material contingencies in interim reports 
was proposed by the Commission, however, be- 
cause of its understanding of the disclosure re- 
quirements elready existing under generally ac- 
cepted accounting principles.” The Commission 
continues to believe that APBO No. 28 requires 
material contingencies to be disclosed in interim 
reports regardless of whether a material change in 
the status of the contingencies has occurred. Ac- 
cordingly, the amendments adopted specify that 
“when material contingencies exist, disclosure of 
such matters shall be provided even though a sig- 
nificant change since year end may not have 
occurred.” 





7Paragraph 22 of Accounting Principles Board 
Opinion (APBO) No. 28, “Interim Financial Report- 
ing,” states: 


Contingencies and other uncertainties 
that could be expected to affect the fair- 
ness of presentation of financial data at 
an interim date should be disclosed in 
interim reports in the same manner re- 
quired for annual reports. Such disclo- 
sures should be repeated in interim and 
annual reports until the contingencies 
have been removed, resolved, or have 
become immaterial. 
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Certain commentators indicated that certain of the 
specific requirements of Form 10-Q, proposed for 
transfer to Regulation S—X, were duplicative of 
generally accepted accounting principles and thus 
should be deleted. In response to these com- 
ments, the Commission wishes to restate its gen- 
eral desire not to retain provisions in Regulation 
S-X which are clearly duplicative of generally ac- 
cepted accounting principles. However, the Com- 
mission at this time does not believe that generally 
accepted accounting principles for interim report- 
ing purposes are as well defined as the principles 
for annual reporting purposes, especially in regard 
to financial statements which constitute less than 
a complete set of financial statements but which 
are more comprehensive than summarized data of 
operations. Consequently, the Commission has 
elected to retain, and in some cases add to, the 
level of guidance offered applicable to the interim 
data it requires. 


3. Reference to Review by Independent Ac- 
countants 


Paragraph (d) of Article 10-01 reflects a change 
from past requirements applicable where an inde- 
pendent accountant performs a review of interim 
financial statements and the registrant makes ref- 
erence to the review in the report containing the 
interim data. Previously, if a registrant stated that 
an independent accountant had performed a re- 
view of the interim data, it also had to state wheth- 
er all adjustments or additional disclosures pro- 
posed by the independent accountant had been 
reflected in the data presented, and, if not, why 
not. Further, a letter from the independent ac- 
countant could have been included but was not 
required to be included as an exhibit to the form 
confirming or otherwise commenting on the regis- 
trant’s representations. The requirements of Form 
10-—Q were never updated to recognize the provi- 
sions of Statement on Auditing Standards (SAS) 
No. 24,8 which provides the accounting profession 
guidance on the nature, timing and extent of pro- 
cedures to be applied in conducting interim re- 
views and on the reporting applicable to such 
engagemenis. SAS No. 24 requires, among other 
things, a statement in the independent account- 





8Statement on Auditing Standards No. 24, “Re- 
view of Interim Financial Information,’ American 
Institute of Certified Public Accountants, March 
1979. 
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ant's report as to whether he is aware of any ma- 
terial modifications that should be made to the in- 
terim financial information so that it conforms with 
generally accepted accounting principles. 


The Commission believes that the expression of 
limited assurance now provided for by SAS No. 24 
renders unnecessary the previous Form 10-Q re- 
quirement and, therefore, has appropriately 
modified the requirements in the rules adopted. 
Under the revised provision, if a review of interim 
data is made in accordance with the established 
professional standards and procedures for such 
reviews and the registrant refers to the review per- 
formed, the report of the independent accountant 
must accompany the interim information, rather 
than be filed as an exhibit as proposed. The Com- 
mission believes paragraph (d) as adopted results 
in greater consistency with the provisions of SAS 
No. 24. 


4. Other Changes Reflected in New Article 10 


Other changes from the proposed interim financial 
statement requirements include the following. 
First, the periods for which balance sheets are re- 
quired in filings on Form 10-Q have been revised. 
This change, which was made in conjunction with 
revisions to the scope of management's discus- 
sion and analysis for interim periods, is discussed 
below together with the discussion of the latter 
provision. Second, the bases to be used in ap- 
plying the percentage tests for determining re- 
quired balance sheet and income statement cap- 
tions have been more clearly specified. Third, the 
rules regarding rounding of amounts and presen- 
tation of negative amounts in interim reports have 
been conformed to the general provisions of Reg- 
ulation S-X by removing the separate instructions 
as to these items from the interim requirements. 
Fourth, the phrase “significant portion of its busi- 
ness” in the instruction regarding disclosure of 
discontinued operations has been replaced by the 
phrase “significant segment of its business.” Fifth, 
the word “material” has been added to the instruc- 
tion regarding accounting changes. Finally, re- 
quired disclosure of the components of inventor- 
ies—raw materials, work-in-progress and finished 
goods—may now be shown either on the face of 
the balance sheet or in the footnotes to the finan- 
cial statements. 
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5. Management's Discussion and Analysis 


New requirements governing the scope and con- 
tent of management’s discussion and analysis of 
interim financial statements have been added to 
Item 11 of Regulation S-K. The new provision is 
intended to complement the requirements already 
established for discussions of annual periods by 
requiring interim period discussions to focus on 
the same information discussed for annual periods 
in order to provide an update of the annual 
discussion. The interim discussion is not required 
to reiterate all of the information presented in the 
full year discussion. Rather, only material changes 
in financial condition and results of operations 
occurring during the periods covered by the inter- 
im financial statements need be discussed. 


The discussion of material changes in financial 
condition must cover the period from the end of 
the preceding fiscal year to the date of the most 
recent interim balance sheet provided and must 
focus on items required for annual discussions 
such as liquidity and capital resources. The pro- 
posed provision would have required a discussion 
of financial condition as of the date of the most re- 
cent interim balance sheet provided and of finan- 
cial condition as of the corresponding interim date 
of the preceding fiscal year. However, the Com- 
mission shares the views expressed by many 
commentators that the most meaningful discus- 
sion of financial condition for interim reporting pur- 
poses would deal with the end of the preceding fis- 
cal year and the date of the most recent interim 
balance sheet provided. Accordingly, a discussion 
of changes in financial condition from the corre- 
sponding interim balance sheet date of the 
proceding fiscal year is only required if the interim 
balance sheet as of that date is included in the in- 
terim financial statements. Thus, only when the 
registrant believes the discussion is necessary for 
an understanding of the impact of seasonal fluctu- 
ations on financial condition as of an interim date 
will that period be required in the discussion of fi- 
nancial condition. 


In conjunction with this change, the Commission 
also changed the requirements for the balance 
sheets which must be included in filings on Form 
10-Q. In order to correspond with the focus of the 
discussion and analysis of financial condition for 
interim reporting, the Commission has added a re- 
quirement to include a balance sheet, which may 
be condensed, as of the end of the preceding fis- 
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cal year.? The requirement to provide an interim 
baiance sheet as of the corresponding date of the 
prior year has been eliminated except when, in the 
registrant's opinion, the inclusion of the compara- 
tive interim balance sheet is necessary for an un- 
derstanding of the impact of seasonal fluctuations. 


The amendments for management's discussion 
and analysis of interim financial statements also 
require registrants to discuss any material 
changes with respect to results of operations for 
the most recent interim year-to-date period for 
which an income statement is provided and the 
corresponding year-to-date period of the prece- 
ding fiscal year. If interim financial statements are 
required or are otherwise provided in a filing for 
the most recent fiscal quarter,'° the registrant 
must also discuss the material changes in the re- 
sults of operations with respect to that quarter and 
the corresponding quarter of the preceding fiscal 
year. In addition, if a registrant chooses to provide 
financial statements for a cumulative twelve month 
period preceding the date of the most recent inter- 
im balance sheet provided, material changes in re- 
sults of operations must also be discussed with re- 
spect to that period and the preceding cumulative 
twelve month period. However, if a registrant pro- 
vides a cumulative twelve month income state- 


ment in a registration statement in place of the in- 
terim statements of income otherwise required, as 
provided for by paragraph (b) of Rule 3-06 of Reg- 
ulation S-X, the discussion of material changes in 
results of operations for that period shall be in re- 
spect to the preceding fiscal year as opposed to 
the corresponding preceding period.'' © 





2Article 10 provides that the balance sheet re- 
quired as of the end of the preceding fiscal year 
may be condensed to the same degree as the 
most recent interim balance sheet provided. 


10Only Form 10-Q requires income statements for 
the most recent fiscal quarter and for the corre- 
sponding quarter of the preceding fiscal year in 
addition to comparative statements for year-to- 
date periods. 


Rule 3-06 of Regulation S—X contains instruc- 
tions to income statement requirements and 
applies to interim statements in certain registration 
statements. Paragraph (b) provides that: 
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The same items required to be addressed in annu- 
al discussions of results of operations must, with 
the exception of the impact of inflation, also be ad- 
dressed in discussions of interim periods. This re- 
flects a change from the proposed requirement to 
discuss the impact of inflation on operations for 
purposes of interim reporting. Although the Com- 
mission believes registrants should strive to pro- 
vide users of interim reports with information re- 
garding the impact of inflation and changing 
prices, it also believes that it would be premature 
to require all registrants to address inflation for in- 
terim reporting purposes, particularly in light of the 
experimental nature of this type of disclosure. 
Once registrants have had the opportunity to ex- 
periment with alternative methods of disclosing the 
impact of changing prices and once improved re- 
porting standards are developed by the accounting 
profession, the Commission will reconsider disclo- 
sure obligations for reporting interim results. In the 
meantime, the Commission encourages regis- 
trants to experiment with this type of disclosure 
but is not imposing a requirement that this area be 
addressed in interim reports filed with the Com- 
mission. 


Other changes from those proposed reflected in 
the adopted management's discussion and analy- 
sis provision consist primarily of clarifying rather 
than substantive changes. For example, proposed 
Instruction (2) to paragraph (b) of Item 11 was de- 
leted because it was viewed as redundant and 
thus unnecessary. The list of specific examples of 
elements of a registrant's income or loss from 





(b) If the registrant is engaged primarily 
(1) in the generation, transmission or 
distribution of electricity, the manufac- 
ture, mixing, transmission or distribution 
of gas, the supplying or distribution of 
water, or the furnishing of telephone or 
telegraph service; or (2) in holding se- 
curities of companies engaged in such 
businesses, it may at its option inciude 
statements of income and changes in fi- 
nancial position (which may be un- 
audited) for the twelve-month period 
ending on the date of the most recent 
balance sheet being filed, in lieu of the 
statements of income and changes in fi- 
nancial position for the interim periods 
specified. 
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continuing operations which were contained in 
proposed Instruction (5) was deleted in order to 
avoid the possibility that the list could be per- 
ceived as a checklist for determining the minimum 
disclosure required and because specific guidance 
of a similar character is not included in paragraph 
(a) and Item 11 for annual periods. 


B. Amendments to Form 10-Q 
1. Cover Page 


The Commission has adopted a minor technical 
amendment to the cover page of Form 10-Q which 
corrects an unnecessary inconsistency with the 
corresponding Form 10-K cover page requirement. 
The requirement to indicate the number of shares 
of each of the issuer's classes of common stock 
outstanding as of the close of the quarter being re- 
ported on has been changed to a requirement to 
report, as is the case of the cover page of Form 
10-K, the number of shares outstanding as of the 
latest practicable date. 


2. Instruction as to Incorporation by Reference 


The structure of Form 10-Q as amended is essen- 
tially unchanged. The interim financial information 
and management's discussion and analysis called 
for by Part | of the Form could be satisfied, in 
whole or in part, through incorporation by refer- 
ence from an informal quarterly report to share- 
holders containing the required information. The 
ability to make partial use of an informal report re- 
flects a change from the proposal. A number of 
commentators believed that the all-or-none formu- 
lation of the proposal would needlessly prevent 
combination of the informal report with the Form 
10-Q in cases where shareholders are furnished 
informal interim reports containing some but not all 
of the information required by Part |. This change 
is adopted in view of the Commission's stated in- 
tention to facilitate the practice of sending quarter- 
ly reports to shareholders by emphasizing that 
issuers have the option of incorporating their in- 
formal communications into the Form 10-Q. It 
should be noted that Rule 12b-23(b) (17 CFR 
240.12b-23(b)) already operates to provide that 
non-financial statement disclosure contained in in- 
formal reports to security holders may be incorpo- 
rated by reference in answer or partial answer to 
any item of Part Il of Form 10-Q. 
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The Commission believes that it is appropriate 
at this time to to reiterate its support for the rec- 
ommendation of the Advisory Committee on Cor- 
porate Disclosure that companies be encouraged 
to publish readable, understandable quarterly re- 
ports to shareholders which include the informa- 
tion content of a Form 10-Q, and to file these doc- 
uments with the Commission in satisfaction of 
Form 10-Q reporting obligations.'? The Commis- 
sion believes that companies can reduce their re- 
porting burdens by taking advantage of the option 
to incorporate by reference to their informal quar- 
terly report in partial or full satisfaction of the re- 
quirements of Parts | and Il of Form 10—Q. More 
importantly, use of this option could effect a signif- 
icant enhancement of the corporate communica- 
tions system. 


3. Status of Information Disclosed in Form 10-Q 


The revised Form 10-Q contains a new Instruction 
E (Filed Status of Information Presented) which 
makes explicit whether various information provid- 
ed in response to the requirements of the form will 
be deemed filed for the purpose of liability under 
Section 18 of the Exchange Act. The instruction 
contains a statement (formerly contained in the in- 
struction on incorporation by reference) that finan- 
cial information provided in response to Item 1 and 
Item 2 of the Part | will not be deemed filed, pursu- 
ant to Rule 13a-—13(d) (17 CFR 240.13a-—13(d)) 
and Rule 15d-13(d) (17 CFR 240.15d-—13(d)). The 
instruction goes on to state that this is the case re- 
gardless of whether the information is presented 
directly in the form 10-Q, is incorporated by refer- 
ence from an informal report containing the re- 
quired information, or is in an exhibit to Part |. In 
addition, the instruction also provides that infor- 
mation provided to satisfy all other requirements of 
Form 10-Q will be deemed filed for the purpose of 
Section 18 of the Exchange Act. New Instruction E 
should eliminate a great deal of confusion in this 
area by codifying previous interpretations and 
stating them as an instruction to Form 10-Q. 





'2Report of the Advisory Committee on Corporate 
Disclosure to the Securities and Exchange Com- 
mission, House Committee on Interstate and For- 
eign Commerce, 95th Cong., ist Sess. (1977), 
Committee Print 95-29, 470-5. 
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4. Signature Requirements 


The revised Form 10-Q requires, as proposed, 
that the filing be signed both by a duly authorized 
officer of the registrant and by the registrant’s prin- 
cipal financial officer or chief accounting officer.'% 
In order to avoid possible confusion as to whether 
multiple capacity signatures are acceptable, a 
statement has been added to the provision (In- 
struction F) as adopted indicating that one signa- 
ture is sufficient where the registrant’s principal fi- 
nancial or accounting officer is also authorized to 
sign on behalf of the registrant. In such cases, the 
dual capacities of the person signing must be indi- 
cated. 


5. Disclosure by Wholly-Owned Subsidiaries 


In response to suggestions by a number of com- 
mentators, the Commission has determined to 
make the same relief from certain of the manage- 
ment’s discussion and analysis disclosure require- 
ments which is granted to qualify wholly-owned 
subsidiaries for reporting on Form 10-K'* also 
available for quarterly reporting on Form 10-Q.'5 
The Commission believes that it is appropriate at 
this time to grant consistent treatment to these 
registrants with respect to discussions of capital 
resources and liquidity for annual and interim peri- 
ods.'6 


6. Part Il Disclosure Requirements 


With the exception of the changes discussed be- 
low, Part Il of Form 10-Q is amended as pro- 





'3This provision corrects an inadvertent deletion 
made in Securities Act Release No. 5951 (July 28, 
1978) (43 FR 33904). 


14See General Instruction | to Form 10-K. 


instruction G(2)(a) reflects this conforming 
change. 


16It should be noted that, in light of the changed 
focus of management’s discussion and analysis 
from the former summary of operations onto the fi- 
nancial statements themselves, the Commission 
may reconsider this area, both for annual and in- 
terim periods, as it gains experience with the new 
management’s discussion and analysis. 
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posed.'? The commentators agreed that former 
Item 3, Changes in Security for Registered Securi- 
ties; Item 5, Increase in Amount Outstanding of 
Securities or Indebtedness, and Item 6, Decrease 
in Amount Outstanding of Securities or Indebted- 
ness, should be deleted because the information 
elicited would be contained in footnotes to the fi- 
nancial statements to the extent it is significant 
and otherwise is not necessary in a quarterly re- 
port. 


Despite suggestions from a number of commenta- 
tors that further deletions in the disclosure items 
required by Part Il would be warranted, the Com- 
mission believes that the remaining items (Item 1, 
Legal Proceedings; Item 2, Changes in Securities; 
Item 3, Defaults upon Senior Securities; Item 4, 
Submission of Matters to a Vote of Security Hold- 
ers; Item 5, Other Materially Important Events; and 
Item 6, Exhibits and Reports on Form 8-K) all elicit 
disclosure that is both necessary and appropriate 
in quarterly reporting with the Commission so that 
this information may be contained in the Exchange 
Act disclosure system. Accordingly, these items 
are all required in the amended Form 10-Q adopt- 
ed today. In order to eliminate any possible dupli- 
cation, however, a sentence has been added to 
the instruction to Part Il which provides that, if the 
required information is already disclosed in foot- 
notes to the interim financial statements pres- 
ented, a separate response need not be made in 
Part Il. In such case, Part Il would need to include 
a statement specifically identifying and incorporat- 
ing the pertinent information. 


Two additional changes are reflected in Part II of 
the revised Form 10-Q. First, Item 4 (Submission 
of Matters to a Vote of Security Holders) has been 
changed in a technical respect by deleting the ex- 
hibit provision in Instruction 6. This provision is no 
longer necessary in view of the amended exhibits 
requirements in Item 7 of Regulation S-K (see 
discussion below). 


Second, Item 5 (formerly captioned “Other Materi- 
ally Important Events’) has been recaptioned 
“Other Information” and a new sentence has been 





'7The instruction requesting issuers to advise the 
staff of their intention to file a registration state- 
ment on Form S-16 or S-7 is also deleted as pro- 
posed. 
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added to clarify the Commission’s intention that 
this item may be used to fulfill any or all of the re- 
porting requirements under Form 8-K. As revised, 
Item 5 permits registrants to reduce reporting bur- 
dens by including in a report on Form 10-Q infor- 
mation which would otherwise be required to be 
reported on Form 8-K. Of course, all Form 8-K tim- 
ing and substantive disclosure requirements would 
have to be met by the filing on Form 10-Q in order 
to avoid the obligation to file a Form 8-K.'® 


The Commission received a number of helpful 
comments regarding Item 1 (Legal Proceedings), 
particularly as regards the disclosure of environ- 
mental proceedings. While no change is being 
adopted at this time, the staff is currently consider- 
ing revisions to this disclosure item as recom- 
mended in the Staff Report on Corporate Ac- 
countability. "9 


C. Related Amendments 
1. Safe Harbor Rules for Projections 


The Commission is adopting the proposed amend- 
ment to the safe harbor rule for forward-looking in- 
formation, Rule 175 (17 CFR 230.175) under the 
Securities Act, which makes clear that a projection 
of the type enumerated by that rule is protected if 
included or properly reaffirmed in Part | of Form 
10-Q.2° This action codifies the staff position 
which deems Part | “filed” for purposes of the 
safe-harbor rule even though it is not filed for pur- 





18The Commission is now studying the provisions 
of Form 8-K in order to determine the need for 
rulemaking in that area; corresponding clarifying 
language in Form 8-K will be considered as part 
of that study. 


18Division of Corporation Finance, Securities and 
Exchange Commission, printed for use of the Sen- 
ate Committee on Banking, Housing and Urban Af- 
fairs, 96th Cong., 2d. Sess. (September 4, 1980). 


20Similar amendments to Rule 3b-6 ( 
240.3b-6) under the Exchange Act, Rule 103A (17 
CFR 250.103A) under the Public Utility Holding 
Company Act of 1935, and Ruie 0-11 (17 CFR 
260.0—11) under the Trust Indenture Act of 1939 
are also adopted. 
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poses of Section 18 of the Exchange Act. In addi- 
tion, the Commission has made a technical 
amendment to the projections safe-harbor rules to 
conform the reference to management’s discus- 
sion and analysis to the new Item 11 of Regulation 
S-K adopted in September, 1980.2! 


2. Exhibits 


The amendments to Form 10-Q adopted herein 
have necessitated two conforming amendments to 
Item 7 (Exhibits) of Regulation S-K.?? First, para- 
graph (b)(21) has been revised to reflect the fact 
that the informal report to shareholders now may 
be used to satisfy not only the financial statement 
but also the management's discussion require- 
ments of Part | of Form 10-Q. 


The other change in Item 7 is the result of the 
deletion, at the time Item 7 was adopted, of a 
number of exhibit requirements deemed to be of 
limited interest. One deleted provision was the re- 
quirement to file the text of any proposal or any 
published report regarding matters submitted to a 
vote of security holders as an exhibit to reports on 
Form 10-K and Form 10-Q. This deletion was en- 
tirely consistent with the deletion from Form 10-K 
of the disclosure requirement regarding submis- 
sion of matters to a vote of security holders and is 
also appropriate for Form 10-Q insofar as the re- 
quirement to file proposals is concerned. Form 
10-Q still requires disclosure regarding matters 
submitted to security holder vote, however, and al- 
lows that disclosure obligation to be satisfied by 
reference to a published report containing the re- 
quired information. The Commission believes that 
any such report which is relied on to take the place 
of Form 10-Q disclosure should be filed as an ex- 
hibit to the Form 10-Q report. Accordingly, the 
amendments to Item 7 are adopted to reflect this 
determination. 


D. Technical Amendment to Regulation S-X 


The amendments adopted include a technical 
amendment to previously adopted Rule 3-12 re- 








21Securities Act Release No. 6231 (September 2, 
1980) (45 FR 63630). 


22Securities Act Release No. 6230 (August 27, 
1980) (45 FR 58822). 
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garding the age of financial statements at the an- 
ticipated effective date of a registration statement 
or proposed mailing date of a proxy statement. To 
correct an oversight, paragraph (b) of Rule 3-12 
has been amended to make the rules for updating 
at the effective date of a filing consistent with the 
rules applicable at the date of filing. 


TEXT OF RULES 
The text of the form and rules is set forth below. 


PART 249—FORMS, SECURITIES EXCHANGE 
ACT OF 1934 


1. 17 CFR 249.308a is amended by revising Form 
10-Q to read as follows: 


§249.308a Form 10-Q, for quarterly reports under 
sections 13 or 15(d) of the Securities 
Exchange Act of 1934. 


General Instructions 
A. Rule as to Use of Form 10-Q. 


1. Form 10-Q shall be used for quarterly reports 
under Section 13 or 15(d) of the Securities Ex- 
change Act of 1934, filed pursuant to Rule 13a—-13 
(17 CFR 240.13a-3) or Rule 15d-13 (17 CFR 
240.15d-13). 


2. A report on this form shall be filed within 45 
days after the end of each of the first three fiscal 
quarters of each fiscal year. No report need be 
filed for the fourth quarter of any fiscal year. 


B. Application of General Rules and Regulations. 


1. The General Rules and Regulations under the 
Act contain certain general requirements which 
are applicable to reports on any form. These gen- 
eral requirements should be carefully read and ob- 
served in the preparation and filing of reports on 
this form. 


2. Particular attention is directed to Regulation 
12B which contains general requirements regard- 
ing matters such as the kind and size of paper to 
be used, the legibility of the report, the information 
to be given whenever the title of securities is re- 
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quired to be stated, and the filing of the report. 
The definitions contained in Rule 12b-2 (17 CFR 
240.12b-—2) should be especially noted. See also 
Regulations 13A and 15D. 


C. Preparation of Report. 


1. This is not a blank form to be filled in. It is a 
guide copy to be used in preparing the report in 
accordance with Rules 12b-11 (17 CFR 
240.12b-11) and 12b-12 (17 CFR 240.12b-12). 
The Commission does not furnish blank copies of 
this form to be filled in for filing. 


2. These general instructions are not to be filed 
with the report. The instructions to be various cap- 
tions of the form are also to be omitted from the 
report as filed. 


D. Incorporation by Reference. 


1. If the registrant makes available to its stock- 
holders or otherwise publishes, within the period 
prescribed for filing the report, a document or 
statement containing information meeting some or 
all of the requirements of Part | of this form, the in- 
formation called for may be incorporated by refer- 
ence from such published document or statement, 
in answer or partial answer to any item or items of 
Part | of this form, provided copies thereof are filed 
as an exhibit to Part | of the report on this form. 


2. Other information may be incorporated by ref- 
erence in answer or partial answer to any item or 
items of Part Il of this form in accordance with the 
provisions of Rule 12b-23 (17 CFR 240.12b-23). 


E. Filed Status of Information Presented. 


1. Pursuant to Rule 13a-—13(d) and Rule 
15d-13(d), the information presented in satisfac- 
tion of the requirements of Items (1) and (2) of 
Part | of this form, whether included directly in a 
report on this form, incorporated therein by refer- 
ence from a report, document or statement filed as 
an exhibit to Part | of this form pursuant to Instruc- 
tion D(1) above, or contained in a statement re- 
garding computation of per share earnings or a let- 
ter regarding a change in accounting principles 
filed as an exhibit to Part | pursuant to Item 7 of 
Regulation S-K, except as provided by Instruction 
E(2) below, shall not be deemed filed for the pur- 
pose of Section 18 of the Act or otherwise subject 
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FORM 10-Q 
SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 


Quarterly Report Under Section 13 or 15(d) 
of the Securities Exchange Act of 1934 


For Quarter BEG o's ice'ew eherereleie ee lee 6.0e-eiu ele lejele’ Slate elaistelare ene aie 6 6 .sle sre lehbeie(eiere 


Cammission file number....... 


eecvoeeseeveeeeeeeeeeeneeeeeeee eee 8 eee 


(Exact name of registrant as specified in its charter) 


(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 


(Address of principal executive offices) 


(Registrant's telephone number, including area code) 


(Former name, former address and former fiscal year, if 
Changed since last report.) 


Indicate by check mark whether the registrant (1) has filed ail 
reports required to be filed by Section 13 or 15(d) of the Securities 
Exchange Act of 1934 during the preceding 12 months (or for such 
shorter period that the registrant was required to file such reports), 
and (2) has been subject to such filing requirements for the past 
90 days. Yes - No . 





APPLICABLE ONLY TO ISSUERS INVOLVED 
IN BANKRUPTCY PROCEEDINGS DURING 
THE PRECEDING FIVE YEARS: 


Indicate by check mark whether the registrant has filed all docu- 
ments and reports required to be filed by Sections 12, 13 or 15(d) 
of the Securities Exchange Act of 1934 subsequent to the distribution 
of securities under a plan confirmed by a court. Yes - No 


APPLICABLE ONLY TO CORPORATE ISSUERS: 


Indicate the number of shares outstanding of each of the issuer's 
classes of common stock, as of the latest practicable date. 
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to the liabilities of that section of the Act but shall 
be subject to the other provisions of the Act. 


2. Information presented in satisfaction of the re- 
quirements of this form other than those of Items 
(1) and (2) of Part | shall be deemed filed for the 
purpose of Section 18 of the Act; except that, 
where information presented in response to Item 
(1) or (2) of Part | (or an exhibit thereto) is also 
used to satisfy Part Il requirements through incor- 
poration by reference, only that portion of Part | (or 
exhibit thereto) consisting of the information re- 
quired by Part Il shall be deemed so filed. 


F. Signature and Filing of Report. 


Three complete copies of the report, including any 
financial statements, exhibits or other papers or 
documents filed as a part thereof, and five addi- 
tional copies which need not include exhibits, shall 
be filed with the Commission. At least one com- 
plete copy of the report, including any financial 
statements, exhibits or other papers or documents 
filed as a part thereof, shall be filed with each ex- 
change on which any class of securities of the reg- 
istrant is registered. At least one complete copy of 
the report filed with the Commission and one such 
copy filed with each exchange shall be manually 
signed on the registrant’s behalf by a duly author- 
ized officer of the registrant and by the principal fi- 
nancial or chief accounting officer of the registrant. 
Copies not manually signed shall bear typed or 
printed signatures. In the case where the principal 
financial officer or chief accounting officer is also 
duly authorized to sign on behalf of the registrant, 
one signature is acceptable provided that the reg- 
istrant clearly indicates the dual responsibilities of 
the signatory. 


G. Omission of Information by Certain Wholly- 
Owned Subsidiaries. 


If, on the date of the filing of its report on Form 
10-Q, the registrant meets the conditions specified 
in paragraph (1) below, then such registrant may 
omit the information called for in the items 
specified in paragraph (2) below. 


1. Conditions for availability of the relief specified 
in paragraph (2) below: 


a. All of the registrant’s equity securities are 
owned, either directly or indirectly, by a single per- 
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son which is a reporting company under the Act 
and which has filed all the material required to be 
filed pursuant to section 13, 14 or 15(d) thereof, as 
applicable; 


b. During the preceding thirty-six calendar months 
and any subsequent period of days, there has not 
been any material default in the payment of princi- 
pal, interest, a sinking or purchase fund install- 
ment, or any other material default not cured with- 
in thirty days, with respect to any indebtedness of 
the registrant or its subsidiaries, and there has not 
been any material default in the payment of rentals 
under material long-term leases; and 


c. There is prominently set forth, on the cover 
page of the Form 10-Q, a statement that the regis- 
trant meets the conditions set forth in General In- 
struction G(1)(a) and (b) of Form 10-Q and is 
therefore filing this Form with the reduced disclo- 
sure format. 


2. Registrants meeting the conditions specified in 


paragraph (1) above are entitled to the following 
relief: 


a. Such registrants may omit the information 
called for by Item 2 of Part |, Management's 
Discussion and Analysis of Financial Condition 
and Results of Operations, provided that the regis- 
trant includes in the Form 10-Q a management's 
narrative analysis of the results of operations ex- 
plaining the reasons for material changes in the 
amount of revenue and expense items between 
the most recent fiscal year-to-date period pre- 
sented and the corresponding year-to-date peri- 
od in the preceding fiscal year. Explanations of 
material changes should include, but not be limit- 
ed to, changes in the various elements which de- 
termine revenue and expense levels such as unit 
sales volume, prices charged and paid, production 
levels, production cost variances, labor costs and 
discretionary spending programs. In addition, the 
analysis should include an explanation of the ef- 
fect of any changes in accounting principles and 
practices or method of application that have a ma- 
terial effect on net income as reported. 


b. Such registrants may omit the information 
called for in the following Part Il Items: Item 2, 
Changes in Securities; Item 3, Defaults Upon Sen- 
ior Securities; and Item 4, Submission of Matters 
to a Vote of Security Holders. 
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PART 1—FINANCIAL INFORMATION 
Item 1. Financial Statements. 


Provide the information required by Rule 10-01 of 
Regulation S-X (17 CFR Part 210). 


Item 2. Management’s Discussion and Analysis of 
Financial Condition and Results of Opera- 
tions. 


Furnish the information required by Item 11(b) of 
Regulation S-K (17 CFR 229.20). 


PART II—OTHER INFORMATION 


Instruction. The report shall contain the item num- 
bers and captions of all applicable items of Part Il, 
but the text of such items may be omitted provided 
the responses clearly indicate the coverage of the 
item. Any item which is inapplicable or to which 
the answer is negative may be omitted and no ref- 
erence thereto need be made in the report. If sub- 
stantially the same information has been previous- 
ly reported by the registrant, an additional report 
of the information on this form need not be made. 
The term “previously reported” is defined in Rule 
12b-2 (17 CFR 240.12b-2). A separate response 
need not be presented in Part Il where information 
called for is already disclosed in the financial infor- 
mation provided in Part | and is incorporated by 
reference into Part Il of the report by means of a 
statement to that effect in Part Il which specifically 
identifies the incorporated information. 


Item 1. Legal Proceedings. 


The description of legal proceedings shall include 
the information required by Item 5 of Regulation 
S-K (17 CFR 229.20). As to such proceedings 
which have been terminated during the period cov- 
ered by the report, provide similar information, 
including the date of termination and a description 
of the disposition thereof with respect to the regis- 
trant and its subsidiaries. 


Instruction. A legal proceeding need only be re- 
ported in the 10-Q filed for the quarter in which it 
first became a reportable event and in subsequent 
quarters in which there have been material devel- 
opments. Subsequent Form 10-Q filings in the 
same fiscal year in which a legal proceeding or a 
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material development is reported should reference 
any previous reports in that year. 


Item 2. Changes in Securities. 


(a) If the constituent instruments defining the 
rights of the holders of any class of registered se- 
curities have been materially modified, give the ti- 
tle of the class of securities involved and state 
briefly the general effect of such modification upon 
the rights of holders of such securities. 


(b) If the rights evidenced by any class of regis- 
tered securities have been materially limited or 
qualified by the issuance or modification of any 
other class of securities, state briefly the general 
effect of the issuance or modification of such other 
class of securities upon the rights of the holders of 
the registered securities. 


Instruction. Working capital restrictions and other 
limitations upon the payment of dividends are to 
be reported hereunder. 


Item 3. Defaults Upon Senior Securities. 


(a) If there has been any material default in the 
payment of principal, interest, a sinking or pur- 
chase fund installment, or any other material de- 
fault not cured within 30 days, with respect to any 
indebtedness of the registrant or any of its signifi- 
cant subsidiaries exceeding 5 percent of the total 
assets of the registrant and its consolidated sub- 
sidiaries, identify the indebtedness and state the 
nature of the default. In the case of such a default 
in the payment of principal, interest, or a sinking or 
purchase fund installment, state the amount of the 
default and the total arrearage on the date of filing 
this report. 


Instruction. This paragraph refers only to events 
which have become defaults under the governing 
instruments, i.e., after the expiration of any period 
of grace and compliance with any notice require- 
ments. 


(b) If any material arrearage in the payment of div- 
idends has occurred or if there has been any other 
material delinquency not cured within 30 days, 
with respect to any class of preferred stock of the 
registrant which is registered or which ranks prior 
to any class of registered securities, or with re- 
spect to any class of preferred stock of any signifi- 
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cant subsidiary of the registrant, give the title of 
the class and state the nature of the arrearage or 
delinquency. In the case of an arrearage in the 
payment of dividends, state the amount and the 
total arrearage on the date of filing this report. 


Instruction. Item 3 need not be answered as to any 
default or arrearage with respect to any class of 
securities all of which is held by, or for the account 
of, the registrant or its totally held subsidiaries. 


Item 4. Submission of Matters to a Vote of Securi- 
ty Holders. 


If any matter has been submitted to a vote of se- 
curity holders, through the solicitation of proxies or 
otherwise, furnish the following information: 


(a) The date of the meeting and whether it was an 
annual or special meeting. 


(b) If the meeting involved the election of direct- 
ors, the name of each director elected at the meet- 
ing and the name of each other director whose 
term of office as a director continued after the 
meeting. 


(c) A brief description of each other matter voted 
upon at the meeting and state the number of af- 
firmative votes and the number of negative votes 
cast with respect to each such matter. 


(d) A description of the terms of any settlement be- 
tween the registrant and any other participant (as 
defined in Rule 14a-11 (17 CFR 240.14a-11) of 
Regulation 14A under the Act) terminating any so- 
licitation subject to Rule 14a-11, including the 
cost or anticipated cost to the registrant. 


Instructions: 


1. If any matter has been submitted to a vote of 
security holders otherwise than at a meeting of 
such security holders, corresponding information 
with respect to such submission shall be fur- 
nished. The solicitation of any authorization or 
consent (other than a proxy to vote at a stockhold- 
ers’ meeting) with respect to any matter shall be 
deemed a submission of such matter to a vote of 
security holders within the meaning of this item. 


2. Paragraph (a) need be answered only if para- 
graph (b) or (c) is required to be answered. 
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3. Paragraph (b) need not be answered if (i) prox- 
ies for the meeting were solicited pursuant to Reg- 
ulation 14 under the Act, (ii) there was no solicita- 
tion in opposition to the management's nominees 
as listed in the proxy statement, and (iii) all of such 
nominees were elected. If the registrant did not 
solicit proxies and the board of directors as previ- 
ously reported to the Commission was re-elected 
in its entirety, a statement to that effect in answer 
to paragraph (b) will suffice as answer thereto. 


4. Paragraph (c) need not be answered as to pro- 
cedural matters or as to the selection or approval 
of auditors. 


5. If the registrant has furnished to its security 
holders proxy soliciting material containing the in- 
formation called for by paragraph (d), the para- 
graph may be answered by reference to the infor- 
mation contained in such material. 


6. If the registrant has published a report con- 
taining all of the information called for by this item, 
the item may be answered by a reference to the 
information contained in such report. 


Item 5. Other Information. 


The registrant may, at its option, report under this 
item any information, not previously reported in a 
report on Form 8-K, with respect to which infor- 
mation is not otherwise called for by this form. If 
disclosure of such information is made under this 
item, it need not be repeated in a report on Form 
8—-K which would otherwise be required to be filed 
with respect to such information or in a subse- 
quent report on Form 10-Q. 


Item 6. Exhibits and Reports on Form 8-K (17 
CFR 249.308). 


(a) The exhibits shall be furnished in accordance 
with the provisions of Item 7 of Regulation S—K 
(17 CFR 229.20). 


(b) Reports on Form 8-K. State whether any re- 
ports on Form 8-K have been filed during the 
quarter for which this report is filed, listing the 
items reported, any financial statements filed, and 
the dates of any such reports. 
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SIGNATURES“ 


Pursuant to the requirements of the Securities Ex- 
change Act of 1934, the registrant has duly 
caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized. 


(Registrant) 
Date 


(Signature) ** 
Date 


(Signature)"* 


* 


See General Instruction E. 
** Print name and title of the signing officer under 
his signature. 


PART 229—STANDARD INSTRUCTIONS FOR 
FILING FORMS UNDER SECURI- 
TIES ACT OF 1933 AND SECURI- 
TIES EXCHANGE ACT OF 
1934—REGULATION S-K 


2. Item 7 of Section 229.20 is amended as set 
forth below by adding Item (23) to Table II of para- 
graph (a), by revising paragraph (b)(21) to read as 
follows, and by adding new paragraph (b)(23) to 
read as follows: 


§229.20 Information required in documents. 


* * * * 


Item 7. Exhibits. 


TABLE II 


Securities Exchange Act of 1934—Frequently 
Used Forms 


Form 10 8-K 10-Q 10-K 


(23) Published Report 
regarding matters 
submitted to vote 
of security hold- 
ers 
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* * * * * 


(21) Report furnished to security holders—lf the 
registrant makes available to its stockholders or 
otherwise publishes, within the period prescribed 
for filing the report, a document or statement con- 
taining information meeting some or all of the re- 
quirements of Part | of Form 10-Q, the information 
called for may be incorporated by reference to 
such published document or statement provided 
copies thereof are included as an exhibit to Part | 
of the report filed. 


* * 


(23) Published report regarding matters 
submitted to vote of security holders —lf the 
registrant has published a report containing 


all of the information called for by Item 4 of Part Il 
of Form 10-Q and has referred to that report in 
lieu of providing disclosure in Form 10-Q, copies 
of such published report should be filed as an ex- 
hibit to the filing on Form 10-Q. 


3. The previous entire text of Item 11 of Section 
229.20 is amended by: 


a. redesignating the previous entire text as para- 
graph (a); 


. revising the second sentence of the introducto- 
ry paragraph to read as follows: 


. redesignating the previous paragraphs (a), 
(b)(1), (b)(2), (c)(1), (c)(2), (c)(3), and (c)(4) as 
paragraphs (1), (2)(i), (2)(ii), (3)(i), (3)(ii), 
(3)(ili), and, (3)(iv); and 

d. adding a new paragraph (b) to read as follows. 
§229.20 Information required in documents. 


* * * * 


Item 11. Management’s discussion and analysis 
of financial condition and results of oper- 
ations. 


(a) *** The discussion shall provide information 
as specified in paragraphs (1), (2) and (3) of this 


Volume 21, No. 20, February 24, 1981 





section with respect to liquidity, capital resources 
and results of operations, and should also provide 
such other information which the registrant be- 
lieves to be necessary to an understanding of its 
financial condition, changes in financial condition 
and results of operations. * * * 


* * * 


(b) If interim financial statements are presented, a 
management's discussion and analysis of the fi- 
nancial condition and results of operations shall be 
provided so as to enable the reader to assess ma- 
terial changes in financial condition and results of 
operations between the periods specified in (1) 
and (2) below. The discussion and analysis shall 
include a discussion of material changes in those 
items specifically listed in paragraph (a) of this 
Item 11 of Regulation S-K (17 CFR 229.20), ex- 
cept that the impact of inflation and changing 
prices on operations for interim periods need not 
be addressed. 


(1) Material changes in financial condition. 


Discuss any material changes in financial condi- 
tion from the end of the preceding fiscal year to 
the date of the most recent interim balance sheet 
provided. If the interim financial statements in- 
clude an interim balance sheet as of the corre- 
sponding interim date of the preceding fiscal year, 
any material changes in financial condition from 
that date to the date of the most recent interim bal- 
ance sheet provided shall also be discussed. If 
discussions of changes from both the end and the 
corresponding interim date of the proceding fiscal 
year are required, the discussions may be com- 
bined at the discretion of the registrant. 


(2) Material changes in results of operations. 


Discuss any material changes in the registrant's 
results of operations with respect to the most re- 
cent fiscal year-to-date period for which an in- 
come statement is provided and the corresponding 
year-to-date period of the preceding fiscal year. If 
the registrant is required to or has elected to pro- 
vide an income statement for the most recent fis- 
cal quarter, such discussion also shall cover mate- 
rial changes with respect to that fiscal quarter and 
the corresponding fiscal quarter in the preceding 
fiscal year. In addition, if the registrant has elected 
to provide an income statement for the twelve 
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month period ended as of the date of the most re- 
cent interim balance sheet provided, the discus- 
sion shall also cover material changes with re- 
spect to that twelve month period and the twelve 
month period ended as of the corresponding inter- 
im balance sheet date of the preceding fiscal year. 
Notwithstanding the above, if for purposes of a 
registration statement a registrant subject to para- 
graph (b) of § 210.3-06 (Regulation S—X) provides 
a statement of income for the twelve-month peri- 
od ended as of the date of the most recent interim 
balance sheet provided in lieu of the interim in- 
come statements otherwise required, the discus- 
sion of material changes in that twelve—month pe- 
riod will be in respect to the preceding fiscal year 
rather than the corresponding preceding period. 


Instructions 


1. If interim financial statements are presented to- 
gether with financial statements for full fiscal 
years, the discussion of the interim financial infor- 
mation shall be prepared pursuant to paragraph 
(b) and the discussion of the full fiscal year infor- 
mation shall be prepared pursuant to paragraph 
(a) of this Item 11. Such discussions may be com- 
bined. 


2.In preparing the discussion and analysis re- 
quired by this paragraph (b) of Item 11, the regis- 
trant may presume that users of the interim finan- 
cial information have read or have access to the 
discussion and analysis required by paragraph (a) 
for the preceding fiscal year. 


3. The discussion and analysis required by this 
paragraph (b) is required to focus only on material 
changes. Where the interim financial statements 
reveal material changes from period to period in 
one or more significant line items, the causes for 
the changes should be described if they have not 
already been disclosed; provided, however, if the 
causes for a change in one line item also relate to 
other line items, no repetition is required. Regis- 
trants need not recite the amounts of changes 
from period to period which are readily computable 
from the financial statements. The discussion 
should not merely repeat numerical data contained 
in the financial statements. The information pro- 
vided should include that which is available to the 
registrant without undue effort or expense and 
which does not clearly appear in the registrant's 
interim financial statements. 
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4. The registrant's discussion of material changes 
in results of operations should identify any signifi- 
cant elements of the registrant’s income or loss 
from continuing operations which do not arise from 
or are not necessarily representative of the regis- 
trant’s ongoing business. 


5. The registrant should discuss any seasonal as- 
pects of its business which have had a material ef- 
fect upon its financial condition or results of opera- 
tion. 


6. Registrants are encouraged but are not re- 
quired to discuss forward looking information. 


PART 210—FORM AND CONTENT OF AND RE- 
QUIREMENTS FOR FINANCIAL 
STATEMENTS, SECURITIES ACT 
OF 1933, SECURITIES EXCHANGE 
ACT OF 1934, PUBLIC UTILITY 
HOLDING COMPANY ACT OF 1935, 
INVESTMENT COMPANY ACT OF 
1940, AND ENERGY POLICY AND 
CONSERVATION ACT OF 1975 


4. A new §210.10-10 (interim financial state- 
ments) is added as set forth below. The present 
§210.10-01 (Financial statements of natural per- 
sons) is amended by redesignating it as 
§210.3-17 and revising it to read as set forth be- 
low. 


§210.10-01 Interim financial statements. 


(a) Condensed statements. Interim financial 
statements shall follow the general form and con- 
tent of presentation prescribed by the other sec- 
tions of this Regulation with the following excep- 
tions: 


(1) Interim financial statements required by this 
rule need only be provided as to the registrant and 
its subsidiaries consolidated and may be un- 
audited. Separate statements of other entities 
which may otherwise be required by this regulation 
may be omitted. 


(2) Interim balance sheets shall include only ma- 
jor captions (i.e., numbered captions) prescribed 
by the applicable sections of this Regulation with 
the exception of inventories. Data as to raw mate- 
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rials, work in process and finished goods invento- 
ries shall be included either on the face of the 
balance sheet or in the notes to be financial state- 
ments, if applicable. Where any major balance 
sheet caption is less than 10% of total assets, and 
the amount in the caption has not increased or de- 
creased by more than 25% since the end of the 
preceding fiscal year, the caption may be com- 
bined with others. 


(3) Interim statements of income shall also in- 
clude major captions prescribed by the applicable 
sections of this Regulation. When any major in- 
come statement caption is less than 15% of aver- 
age net income for the most recent three fiscal 
years and the amount in the caption has not in- 
creased or decreased by more than 20% as com- 
pared to the corresponding interim period of the 
preceding fiscal year, the caption may be com- 
bined with others. In calculating average net in- 
come, loss years should be excluded. If losses 
were incurred in each of the most recent three 
years, the average loss shall be used for purposes 
of this text. Notwithstanding these tests, Rule 
4-02 of Regulation S-X applies and de minimis 
amounts therefore need not be shown separately. 


(4) The statement of changes in financial position 
may be abbreviated, starting with a single figure or 
funds provided by operations and showing other 
changes individually only when they exceed 10% 
of the average of funds provided by operations for 
the most recent three years. Notwithstanding this 
test, Rule 4-02 of Regulation S-X applies and de 
minimis amounts therefore need not be shown 
separately. 


(5) The interim financial information shall include 
disclosure either on the face of the financial state- 
ments or in accompanying footnotes sufficient so 
as to make the interim information presented not 
misleading. Registrants may presume that users 
of the interim financial information have read or 
have access to the audited financial statements 
for the preceding fiscal year and that the adequacy 
of additional disclosure needed for a fair presenta- 
tion, except in regard to material contingencies, 
may be determined in that context. Accordingly, 
footnote disclosure which would substantially du- 
plicate the disclosure contained in the most recent 
annual report to security holders or latest audited 
financial statements, such as a statement of sig- 
nificant accounting policies and practices, details 
of accounts which have not changed significantly 
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in amount or composition since the end of the 
most recently completed fiscal year, and detailed 
disclosures prescribed by Rule 4—08 of this Regu- 
lation, may be omitted. However, disclosure shall 
be provided where events subsequent to the end 
of the most recent fiscal year have occurred which 
have a material impact on the registrant. Disclo- 
sures should encompass for example, significant 
changes since the end of the most recently com- 
pleted fiscal year in such items as: accounting 
principles and practices; estimates inherent in the 
preparation of financial statements; status of long- 
term contracts; capitalization including significant 
new borrowings or modification of existing financ- 
ing arrangements; and the reporting entity re- 
sulting from business combinations or disposi- 
tions. Notwithstanding the above, where material 
contingencies exist, disclosure of such matters 
shall be provided even though a significant change 
since year end may not have occurred. 


(6) Detailed schedules otherwise required by this 
Regulation may be omitted for purposes of 
preparing interim financial statements. 


(b) Other instructions as to content. The following 
additional instructions shall be applicable for pur- 
poses of preparing interim financial statements: 


(1) Summarized income statement information 
shall be given separately as to each subsidiary not 
consolidated or 50 percent or less owned persons 
or as to each group of such subsidiaries or fifty 
percent or less owned persons for which separate 
individual or group statements would otherwise be 
required for annual periods. Such summarized in- 
formation, however, need not be furnished for any 
such consolidated subsidiary or person which 
would not be required pursuant to Rule 13a—13 or 
15d-13 to file quarterly financial information with 
the Commission if it were a registrant. 


(2) If appropriate, the income statement shall 
show earnings per share and dividends per share 
applicable to common stock and the basis of the 
earnings per share computation shall be stated to- 
gether with the number of shares used in compu- 
tation. The registrant shall file as an exhibit (in 
accordance with the provisions of Item 7 of Regu- 
lation S-K, 17 CFR 229.20), a statement setting 
forth in reasonable detail the computation of per 
share earnings, unless the computation is other- 
wise clearly set forth in the report. 
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(3) If, during the most recent interim period pres- 
ented, the registrant or any of its consolidated 
subsidiaries entered into a business combination 
treated for accounting purposes as a pooling of in- 
terests, the interim financial statements for both 
the current year and the preceding year shall re- 
flect the combined results of the pooled busi- 
nesses. Supplemental disclosure of the separate 
results of the combined entities for periods prior to 
the combination shall be given, with appropriate 
explanations. 


(4) Where a material business combination ac- 
counted for as a purchase has occurred during the 
current fiscal year, pro forma disclosure shall be 
made of the results of operations for the current 
year up to the date of the most recent interim bal- 
ance sheet provided (and for the corresponding 
period in the preceding year) as though the 
companies had combined at the beginning of the 
period being reported on. This pro forma informa- 
tion shall as a minimum show revenue, income be- 
fore extraordinary items and the cumulative effect 
of accounting changes, including such income on 
a per share basis, and net income and net income 
per share. 


(5) Where the registrant has disposed of any sig- 


nificant segment of its business (as defined in par- 
agraph 13 of Accounting Principles Board Opinion 
No. 30) during any of the periods covered by the 
interim financial statements, the effect thereof on 
revenues and net income—total and per share— 
for all periods shall be disclosed. 


(6) In addition to meeting the reporting require- 
ments specified by existing standards for account- 
ing changes, the registrant shall state the date of 
any material accounting change and the reasons 
for making it. In addition, for filings on Form 10-Q, 
a letter from the registrant’s independent account- 
ant shall be filed as an exhibit (in accordance with 
the provisions of Item 7 of Regulation S-K, 17 CFR 
229.20) in the first Form 10-Q subsequent to the 
date of an accounting change indicating whether 
or not the change is to an alternative principle 
which in his judgment is preferable under the cir- 
cumstances; except that no letter from the ac- 
countant need be filed when the change is made 
in response to a standard adopted by the Financial 
Accounting Standards Board which requires such 
change. 
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(7) Any material retroactive prior period adjust- 
ment made during any period covered by the inter- 
im financial statements shall be disclosed, togeth- 
er with the effect thereof upon net income—total 
and per share—of any prior period included and 
upon the balance of retained earnings. If results of 
operations for any period presented have been ad- 
justed retroactively by such an item subsequent to 
the initial reporting of such period, similar disclo- 
sure of the effect of the change shall be made. 


(8) The interim financial statements furnished 
shall reflect all adjustments which are, in the opin- 
ion of management, necessary to a fair statement 
of the results for the interim periods presented. A 
statement to that effect shall be included. Such 
adjustments shall include, for example, appropri- 
ate estimated provisions for bonus and profit 
sharing arrangements normally determined or set- 
tled at year-end. 


(c) Periods to be covered. The periods for which 
interim financial statements are to be provided in 
registration statements are prescribed elsewhere 
in this Regulation (see §§ 210.3-01 and 3-02). 
For filings on Form 10-Q, financial statements 
shall be provided as set forth below: 


(1) An interim balance sheet as of the end of the 
most recent fiscal quarter and a balance sheet as 
of the end of the preceding fiscal year shall be pro- 
vided. The balance sheet as of the end of the pre- 
ceding fiscal year may be condensed to the same 
degree as the interim balance sheet provided. An 
interim balance sheet as of the end of the corre- 
sponding fiscal quarter of the preceding fiscal year 
need not be provided unless necessary for an un- 
derstanding of the impact of seasonal fluctuations 
on the registrant’s financial condition. 


(2) Interim statements of income shall be provid- 
ed for the most recent fiscal quarter, for the period 
between the end of the preceding fiscal year and 
the end of the most recent fiscal quarter, and for 
the corresponding periods of the preceding fiscal 
year. Such statements may also be presented for 
the cumulative twelve month period ended during 
the most recent fiscal quarter and for the corre- 
sponding preceding period. 


(3) Interim statements of changes in financial po- 
sition shall be provided for the period between the 
end of the preceding fiscal year and the end of the 
most recent fiscal quarter, and for the correspond- 
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ing period of the preceding fiscal year. Such state- 
ments may also be presented for the cumulative 
twelve month period ending during the most recent 
fiscal quarter and for the corresponding preceding 
period. 


(4) Registrants engaged in seasonal production of 
sale of a single-crop agricultural commodity may 
provide interim statements of income and changes 
in financial position for the twelve month period 
ending during the most recent fiscal quarter and 
for the corresponding preceding period in lieu of 
the year-to-date statements specified in (2) and 
(3) above. 


(d) Review by independent public accountant. 
The interim financial information included in filings 
with the Commission need not be reviewed by an 
independent public accountant prior to filing. If, 
however, a review of the data is made in accord- 
ance with established professional standards and 
procedures for such a review, the registrant may 
state that the independent accountant has per- 
formed such a review. If such a statement is 
made, the report of the independent accountant on 
such review shall accompany the interim financial 
information. 


(e) Filing of other interim financial information in 
certain cases. The Commission may, upon the in- 
formal written request of the registrant, and where 
consistent with the protection of investors, permit 
the omission of any of the interim financial infor- 
mation herein required or the filing in substitution 
therefor of appropriate information of comparable 
character. The Commission may also by informal 
written notice require the filing of other information 
in addition to, or in substitution for, the interim in- 
formation herein required in any case where such 
information is necessary or appropriate for an ade- 
quate presentation of the financial condition of any 
person for which interim financial information is re- 
quired, or whose financial information is otherwise 
necessary for the protection of investors. 


§210.3-17 Financial statements of natural per- 
sons. 


(a) In lieu of the financial statements otherwise 
required, a natural person may file an unaudited 
balance sheet as of a date within 90 days of date 
of filing and unaudited statements of income for 
each of the three most recent fiscal years. 
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(b) Financial statements conforming with the in- 
structions as to financial statements of subsidiar- 
ies not consolidated and 50 percent or less owned 
persons under § 210.3-09(a)(1) shall be sepa- 
rately presented for: (1) each business owned as a 
sole proprietor, (2) each partnership, business 
trust, unincorporated association, or similar busi- 
ness organization of which the person holds a 
controlling interest and (3) each corporation of 
which the person, directly or indirectly, owns secu- 
rities representing more than 50 percent of the 
voting power. 


(c) Separate financial statements may be omitted, 
however, for each corporation, business trust, 
unincorporated association, or similar business or- 
ganization if the person’s total investment in such 
entity does not exceed 5 percent of his total assets 
and the person’s total income for such entity does 
not exceed 5 percent of his gross income; Provid- 
ed, that the person’s aggregate investment in and 
income from all such omitted entities shall not ex- 
ceed 15 percent of his total assets and gross in- 
come, respectively. 


5. Paragraph (f) of §210.3-01, paragraph (b) of 
§210.3-03 and paragraphs (a) and (b) of §210.3- 
12 are revised to read as set forth below. 


§210.3-01 Consolidated balance sheets. 


* * * * 


(f) Any interim balance sheet provided in accord- 
ance with the requirements of this section may be 
unaudited and need not be presented in greater 
detail than is required by §210.10-01. Not- 
withstanding the requirements of this section, the 
most recent interim balance sheet included in a fil- 
ing shall be at least as current as the most recent 
balance sheet filed with the Commission on Form 
10-Q. 


§210.3-02 Consolidated statements of income 
and changes in financial position. 


* * * 


(b) In addition, for any interim period between the 
latest audited balance sheet and the date of the 
most recent interim balance sheet being filed, and 
for the corresponding period of the preceding fis- 
cal year, statements of income and changes in fi- 
nancial position shall be provided. Such interim fi- 
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nancial statements may be unaudited and need 
not be presented in greater detail than is required 
by §210.10-01. 


§210.3-12 Age of Financial statements at etfec- 
tive date of registration statement or 
at mailing date of proxy statement. 


(a) If the financial statements in a filing are as of a 
date 135 days or more prior to the date the filing is 
expected to become effective or proposed mailing 
date in the case of proxy statement, the financial 
statements shall be updated, except as specified 
in the following paragraphs, with a balance sheet 
as of an interim date within 135 days and with 
statements of income and changes in financial po- 
sition for the interim period between the end of the 
most recent fiscal year and the date of the interim 
balance sheet provided and for the corresponding 
period of the preceding fiscal year. Such interim fi- 
nancial statements may be unaudited and need 
not be presented in greater detail than is required 
by §210.10-01. Notwithstanding the above re- 
quirements, the most recent interim financial 
statements shall be at least as current as the most 
recent financial statements filed with the Commis- 
sion on Form 10-Q. 


(b) Where the anticipated effective date of a filing, 
or in the case of a proxy statement the proposed 
mailing date, falls within 90 days subsequent to 
the end of the fiscal year, the filing need not in- 
clude financial statements more current than as of 
the end of the third fiscal quarter of the most re- 
cently completed fiscal year unless the audited fi- 
nancial statements for such fiscal year are avail- 
able or unless the anticipated effective date or 
proposed mailing date falls after 45 days subse- 
quent to the end of the fiscal year and the regis- 
trant does not meet the conditions prescribed un- 
der paragraph (c) of §210.3-01. If the anticipated 
effective date or proposed mailing date falls after 
45 days subsequent to the end of the fiscal year 
and the registrant does not meet the conditions 
prescribed under paragraph (c) of §210.3-01, the 
filing must include audited financial statements for 
the most recently completed fiscal year. 


= * * * 


PART 230— GENERAL RULES AND REGULA- 
TIONS, SECURITIES ACT OF 1933 


6. In Section 230.175 paragraphs (b) and (c)(3) 
are revised to read as follows: 
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§230.175 Liability for forward-looking statements 
by issuers. 


* 


(b) This rule applies to: (1) a forward-looking 
statement (as defined in paragraph (c) below) 
made in a document filed with the Commission, in 
Part | of a quarterly report on Form 10-Q, 17 CFR 
249.308a, or in an annual report to shareholders 
meeting the requirements of Rules 14a-3(b) and 
(c) or 14c-3(a) and (b) under the Securities Ex- 
change Act of 1934, (2) a statement reaffirming 
the forward-looking statement referred to in (b)(1) 
subsequent to the date the document was filed or 
the annual report was made publicly available, or 
(3) a forward-looking statement made prior to the 
date the document was filed, or the date the annu- 
al report was made publicly available if such 
forward-looking statement is reaffirmed in a filed 
document, Part | of a Form 10-Q, or annual report 
made publicly available within a reasonable time 
after the making of such forward-looking state- 
ment. 


(c) *** 


(3) A statement of future economic performance 
contained in management's discussion and analy- 
sis of financial condition and results of operations 
pursuant to Item 11 of Regulation S-K, 17 CFR 
229.20; or 


* 


PART 240—GENERAL RULES AND REGULA- 
TIONS, SECURITIES EXCHANGE 
ACT OF 1934 


7. In Section 240.3b-6 paragraphs (b) and (c)(3) 
are revised to read as follows: 


§240.3b-6 Projections of future economic per- 
formance by issuers. 


* * 


(b) This rule applies to: (1) a forward-looking 
statement (as defined in paragraph (c) below) 
made in a document filed with the Commission, in 
Part | of a quarterly report on Form 10-Q, 17 CFR 
249.308a, or in an annual report to shareholders 
meeting the requirements of Rules 14a-3(b) and 
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(c) or 14c-3(a) and (b) under the Securities Ex- 
change Act of 1934, (2) a statement reaffirming 
the forward-looking statement referred to in (b)(1) 
subsequent to the date the document was filed or 
the annual report was made publicly available, or 
(3) a forward-looking statement made prior to the 
date the document was filed or the date the annual 
report was made publicly available if such 
forward-looking statement is reaffirmed in a filed 
document or annual report made publicly available 
within a reasonable time after the making of such 
forward-looking statement. 


(c) *** 


(3) A statement of future economic performance 
contained in management’s discussion and analy- 
sis of financial condition and results of operations 
pursuant to Item 11 of Regulation S-K, 17 CFR 
229.20; or 


PART 250—GENERAL RULES AND REGULA- 
TIONS, PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935 


8. In Section 250.103A paragraphs (b) and (c)(3) 
are revised to read as follows: 


§250.103A Projections of future economic per- 
formance by issuers. 


* * 


(b) This rule applies to: (1) a forward-looking 
statement (as defined in paragraph (c) of this sec- 
tion) made in a document filed with the Commis- 
sion, in Part | of a quarterly report on Form 10-Q, 
17 CFR 249.308a, or in an annual report to share- 
holders meeting the requirements of Rules 
14a-3(b) and (c) or 14c-3(a) and (b) under the 
Securities Exchange Act of 1934, (2) a statement 
reaffirming the forward-looking statement referred 
to in (b)(1) of this section subsequent to the date 
the document was filed or the annual report was 
made publicly available, or (3) a forward-looking 
statement made prior to the date the document 
was filed or the date the annual report was made 
publicly available if such forward-looking state- 
ment is reaffirmed in a filed document or annual 
report made publicly available within a reasonable 
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time after the making of such forward-looking 
statement. 


(c) *** 


(3) A statement of future economic performance 
contained in management's discussion and analy- 
sis of financial condition and results of operations 
purusant to Item 11 of Regulation S-K, 17 CFR 
229.20; or 


* 


PART 260— GENERAL RULES AND REGULA- 
TIONS, TRUST INDENTURE ACT 
OF 1939 


9. In Section 260.0-11 paragraphs (b) and (c)(3) 
are revised to read as follows: 


§260.0-11 Projections of future economic per- 
formance by issuers. 


* * 


(b) This rule applies to: (1) a forward-looking 
statement (as defined in paragraph (c) of this sec- 
tion) made in a document filed with the Commis- 
sion, in Part | of a quarterly report on Form 10-Q, 
17 CFR 249.308a, or in an annual report to share- 
holders meeting the requirements of Rules 
14a-3(b) and (c) or 14c-3(a) and (b) under the 
Securities Exchange Act of 1934, (2) a statement 
reaffirming the forward-looking statement referred 
to in (b)(1) subsequent to the date the document 
was filed or the annual report was made publicly 
available, or (3) a forward-looking statement 
made prior to the date the document was filed or 
the date the annual report was made publicly 
available if such forward-looking statement is re- 
affirmed in a filed document or annual report made 
publicly available within a reasonable time after 
the making of such forward-looking statement. 


(c)*** 


(3) A statement of future economic performance 
contained in management's discussion and analy- 
sis of financial condition and results of operations 
pursuant to Item 11 of Regulation S-K, 17 CFR 
229.20; or 


* 
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(Secs. 6, 7, 10, 19(a), 48 Stat. 78, 81, 85; secs. 
205, 209, 48 Stat. 906, 908; sec. 8, 68 Stat. 658; 
sec. 1, 79 Stat. 1051. Secs. 13, 15(d), 23(a), 48 
Stat. 894, 895, 901; sec. 203(a), 49 Stat. 704; 
secs. 3, 8, 49 Stat. 1377, 1377, 1379; secs. 4, 6, 
78 Stat. 469, 570-574; sec. 2, 82 Stat. 454; secs. 
1, 2, 84 Stat. 1497; secs. 10, 18, 89 Stat. 119, 
155; sec. 308(b), 90 Stat. 57; secs. 202, 203, 204, 
91 Stat. 1494, 1698, 1499, 1500; Sec. 20(a), 49 
Stat. 833; Sec. 319(a), 53 Stat. 1149, 15 U.S.C. 
77f, 77g, 77j, 77s(a), 78m, 780(d), 78w(a), 79t, 
77nnn(a)) 


Procedural Matters 


With respect to the technical amendment to Rule 
3-12(b) of Regulation S—X (17 CFR 210.2-12(b)), 
as required by Section 23(a) of the Exchange Act 
(15 U.S.C. 78w), the Commission has considered 
the impact that such technical amendment would 
have on competition and has concluded that such 
amendment would not impose any burden on com- 
petition. Further, the Commission believes that it 
is appropriate to adopt the amendment effective 
immediately in order to achieve the purpose in- 
tended in the rule changes adopted September 2, 
1980.23 Accordingly, pursuant to Section 553(b) of 
the Administrative Procedure Act (‘“APA’’) (5 
U.S.C. 553(b)), the Commission for good cause 
finds that notice and opportunity for public com- 
ment at this time is impracticable, unnecessary 
and contrary to the public interest. 


Authority 


The Commission hereby adopts the foregoing 
amendments pursuant to Sections 6, 7, 8, and 
19(a) of the Securities Act of 1933 and Sections 
12, 13, 15(d) and 23(a) of the Securities Exchange 
Act of 1934. The amendment to the safe harbor 
rules for projections is also adopted pursuant to 
Section 20 of the Public Utility Holding Company 
Act of 1935 (15 U.S.C. 79t) and Section 319(a) un- 
der the Trust Indenture Act of 1934 (15 U.S.C. 
77nnn(c)). 


By the Commission. 


George A. Fitzsimmons 
Secretary 








23Securities Act Release No. 6234. 
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SECURITIES ACT OF 1933 
Release No. 6290/Feb. 12, 1981 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11617/Feb. 12, 1981 


Standardization of Financial Statement Require- 
ments in Investment Company Registration State- 
ments and Reports to Shareholders 


ACTION: Extension of comment period. 


SUMMARY: The Securities and Exchange Com- 
mission announced today that it has extended until 
March 16, 1981, the date by which comments on 
proposed amendments to regulations, forms, and 
a rule under the Securities Act of 1933 and the In- 
vestment Company Act of 1940 must be sub- 
mitted. The Commission has received a request 
that the comment period be extended and believes 
that an extension until March 16, 1981, will be 
beneficial because it will enable additional inter- 
ested persons to submit comments. The release, 
entitled “Standardization of Financial Statement 
Requirements in Investment Company Registra- 
tion Statements and Reports to Shareholders,” 
originally had a comment period ending February 
16, 1981. 


DATES: Comments should be submitted on or be- 
fore March 16, 1981. 


ADDRESSES: All communications on the matter 
discussed in this release should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities Exchange Commission, 500 North Cap- 
itol Street, Washington, D.C. 20549. Comments 
should refer to File S7—-865 and will be available 
for public inspection and copying in the Commis- 
sion’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Mary 
K. Crook, Atty. (202) 272-2033, Division of Invest- 
ment Management, Securities and Exchange 
Commission, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: Notice was 
published on December 15, 1980, Securities Act 
Release No. 6272 [45 FR 83517, December 19, 
1980], requesting the submission of views with re- 
spect to proposed amendments to Regulation S-X 
[17 CFR 210], the Commission’s general regula- 
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tion regarding the form and content of and require- 
ments for financial statements filed under, inter 
alia, the Securities Act of 1933 (1933 Act’) [15 
U.S.C. 77a et seq.] and the Investment Company 
Act of 1940 (“1940 Act”) [15 U.S.C. 77a et seq.] 
and the Investment Company Act of 1940 (“1940 
Act”) [15 U.S.C. 80a-1 et seq.]; amendments to 
Form N-1 [17 CFR 239.15, 17 CFR 274.11] and 
Form N-2 [17 CFR 239.14, 17 CFR 274.11a-1], 
the registration statement forms for, respectively, 
open-end and closed-end management invest- 
ment companies under both the 1933 Act and the 
1940 Act; and a new rule 30d-1 [17 CFR 
270.30d-1], regarding reports to shareholders un- 
der section 30(d) of the 1940 Act [15 U.S.C. 
80a—29(d)]. If adopted, the proposed rule changes 
would make it possible for management invest- 
ment companies to prepare annually a single set 
of uniform, updated financial statements that could 
be used in both the prospectus (or annual update 
of the registration statement) and the annual re- 
port to shareholders. In order to receive the bene- 
fit of the comments of the greatest number of in- 
terested persons and in view of the request 
received by the Commission for additional time in 
which to comment, the Commission has extended 
the comment period for the release until March 16, 
1981. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17521/February 6, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6285/February 6, 1981 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17522/February 6, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6287/February 6, 1981 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 17523 February 6, 1981 
Administrative Proceeding File No. 3-6004 


In the Matter of 


RICHARD M. KULAK 

4916 Briar Street 

Fairfax, Virginia 22030 
Respondent 


ORDER INSTITUTING PUBLIC ADMINISTRA- 
TIVE PROCEEDINGS AND FINDINGS AND OR- 
DER IMPOSING REMEDIAL SANCTIONS 


The Commission deems it appropriate in the pub- 
lic interest that public administrative proceedings 
be instituted against Richard M. Kulak (Kulak), for- 
merly a registered representative and registered 
principal with various registered broker-dealers, 
pursuant to Sections 15(b) and 19(h) of the Secu- 
rities Exchange Act of 1934 (Exchange Act). 


in anticipation of the institution of these proceed- 
ings, Kulak has submitted an Offer of Settlement. 
For the purpose of these proceedings and any oth- 
er proceedings in which the Commission or any 
other securities regulatory or self-regulatory body 
is a party, Kulak consents to the findings and 
sanctions set forth below. 


ll. 
After due consideration of the Offer of Settlement 


and upon the recommendation of the staff, the 
Commission has determined that it is in the public 
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interest to accept such offer and, accordingly, IT 
IS ORDERED that proceedings pursuant to Sec- 
tions 15(b) and 19(h) of the Exchange Act be, and 
they hereby are, instituted. 


IV. 


On the basis of this Order and the Offer of Settle- 
ment, it is found that: 


On March 9, 1979, in the matter of U.S. v. Richard 
M. Kulak, Criminal No. 79-40-A, U.S.D.C., E.D. 
Va. (Litigation Release No. 8712), following a plea 
of nolo contendere to a criminal information, Kulak 
was convicted of violating Section 5 of the Securi- 
ties Act of 1933 in connection with the sale and 
delivery after sale of the common stock of Re- 
search Homes, Inc. 


V. 


In support of his proposed Offer of Settlement, Ku- 
lak states that in March, 1979 he was sentenced 
to two years probation and that one of the condi- 
tions of his probation was that he refrain, for the 
two year period, from any dealings in securities 
other than those owned by himself or his family. In 


March, 1980, upon recommendation of his proba- 
tion officer, the Court released Kulak from the sec- 
ond half of his sentence. Kulak has not attempted 
to become associated with a broker-dealer while 
awaiting resolution of this matter. In total, Kulak 
states that he has been out of the business almost 
two years, as a direct result of the activities that 
led to the institution of these proceedings. 


In view of the foregoing, it is in the public interest 
to impose the sanctions specified in the Offer of 
Settlement. 


Accordingly, IT IS ORDERED that: Richard M. Ku- 
lak be, and hereby is, suspended from association 
in any capacity with any broker or dealer for a pe- 
riod of six months; and thereafter that his activities 
in connection with association with any broker or 
dealer be limited to a supervised, non-supervisory, 
non-proprietary capacity provided that he may ap- 
ply to the Commission to remove such limitations 
after a period of two years from the date of this Or- 
der. 


IT IS FURTHER ORDERED that Richard M. Kulak 
comply with his undertakings to notify the staff re- 
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garding his compliance with the aforementioned 
suspension and regarding the nature of any asso- 
ciation with a broker or dealer following said sus- 
pension. 


The sanctions ordered herein shall become effec- 
tive on the first Monday following the date of this 
Order. 


By the Commission 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17524/February 9, 1981 


SEE 


SECURITIES ACT of 1933 
Release No. 6288/Feburary 9, 1981 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17525/February 9, 1981 


An order has been issued granting the application 
of the New York Stock Exchange to strike the 
common stock ($1 par value), $1.44 Cumulative 
Preferred Stock ($1 par value), 9 58% Subordi- 
nated Debentures (due April 15, 1998), and 10%2% 
Sinking Fund Debentures (due December 1, 1998) 
of ITEL CORPORATION from listing and registra- 
tion thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17526/February 9, 1981 


An order has been issued granting the application 
of the American Stock Exchange to strike the 
Common Stock ($.75 Par Value); $.925 Converti- 
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ble Cumulative Preferred Stock, Series A ($10 Par 
Value); $2.50 Cumulative Preferred Stock, Series 
B ($10 Par Value); and $1.10 Cumulative Pre- 
ferred Stock, Series C ($10 Par Value) of CAL- 
IFORNIA LIFE CORPORATION from listing and 
registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17527/February 10, 1981 


The Securities and Exchange Commission an- 
nounced, pursuant to Section 12(k) of the Securi- 
ties Exchange Act of 1934 (“Exchange Act’), the 
single ten day suspension of the over-the-counter 
trading for the period commencing at 3:15 p.m. 
(EST) on February 10, 1981 and terminating at 
midnight (EST) on February 19, 1981 of the secu- 
rities of and American Depositary Receipts issued 
against the securities of Ferrovanadium Corpora- 
tion N.L. (‘“Ferrovanadium’), an Australian corpo- 
ration with principal executive offices located at 
15th Floor, 111 St. Georges Terrace, Perth, West- 
ern Australia, 6000. 


Simultaneous with the announcement of the trad- 
ing suspension the Commission announced the in- 
stitution of public proceedings pursuant to Section 
12(j) of the Exchange Act to determine whether 
the registration of Ferrovanadium securities under 
Section 12(g) of the Exchange Act should be sus- 
pended or revoked. 


The Commission took these actions based upon 
allegations that Ferrovanadium has failed to com- 
ply with Sections 12(g) and 13(a) of the Exchange 
Act and Rules 13a-1, 13a-11 and 12b-20 there- 
under by filing with the Commission a Form 10 on 
or about August 17, 1979 and an annual report on 
Form 10-K on or about January 21, 1981 which, 
among other things, contain untrue statements of 
material facts and omissions to state material facts 
regarding the nature and extent of Ferrovana- 
dium’s mineral reserves; and which include finan- 
cial statements which fail to meet applicable re- 
quirements. In addition, it is alleged that 
Ferrovanadium has failed to timely file a required 
Form 8-K and was approximately four months de- 
linquent in filing its most recent annual report on 
Form 10-K. 
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The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they 
should carefully consider the foregoing information 
along with all other currently available information 
and any information subsequently issued by the 
company. 


Furthermore, brokers and dealers should be 


aware of the fact that, pursuant to Rule 15c2-11 
under the Exchange Act, at the termination of the 
trading suspension, no quotation may be entered 
unless and until they have strictly complied with all 
the provisions of such rule. If any broker or dealer 
has any questions as to whether or not he has 
complied with such rule, he should not enter any 
quotation but immediately contact the staff of the 
Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question un- 
til such time as he has familiarized himself with 
such rule and is certain that all of its provisions 
have been met. If any broker of dealer enters any 
quotation which is in violation of such rule, the 
Commission will consider the need for prompt en- 
forcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17528/February 10, 1981 


Admin. Proc. File No. 3-5948 
In the Matter of 
RICHARD C. FLICK 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS AGAINST RICHARD C. FLICK 


In these broker-dealer proceedings under the Se- 
curities Exchange Act of 1934,' Respondent 
Richard C. Flick has submitted an Offer of Settle- 
ment which the Commission has determined to ac- 





‘In the Matter of Fidelity Securities, Inc. et al. 
Administrative Proceeding file number 3-5948 in- 
stituted on July 15, 1980, Release 34—17015. 
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cept. Solely for the purpose of these proceedings 
and any other proceedings brought by the Com- 
mission or any self-regulatory organization and, 
without admitting or denying the allegations con- 
tained in the Order for Proceedings, except that 
the findings contained in paragraphs (1) and (2) 
below are admitted, said respondent consents to 
the entry of the findings and sanctions set forth 
below. 


On the basis of the Order for Proceedings and the 
Officer of Settlement, it is found:? 


(1) That Richard C. Flick was convicted 
in the United States District Court for 
the Eastern District of North Carolina of 
criminal violations of the federal securi- 
ties laws, and mail fraud and wire fraud 
statutes, arising out of some of the 
same facts as the instant matter, and 
sentenced to a total of ten years impris- 
onment;2 


(2) That Respondent Richard C. Flick 
was enjoined by the United States Dis- 
trict Court for the Western District of 
Tennessee from further violations of the 
anti-fraud provisions of the federal se- 
curities laws;3 


(3) That Respondent Richard C. Flick 
willfully violated Section 17(a) of the Se- 
curities Act of 1933 as alleged in the Or- 
der; and 


(4) That Respondent Richard C. Flick 
willfully violated Section 10(b) of the Se- 
curities Exchange Act of 1934 and Rule 
10b-—5 thereunder as alleged in the Or- 
der. 





2The findings herein are not binding on any other 
respondent named in these proceedings except 
Respondent Flick. 


2United States v. Richard C. Flick (E.D.N.C. 79- 
20-CR-8), Litigation Release No. 9004, 19 SEC 
Docket 742, on appeal ___ F.2d ___(C.A. 4, 
ae 


3SEC v. Shelby Bond Service Corp., Civil Action 


No. C-77-2236 (W.D. Tenn.), Litigation Release 
No. 7965, 12 SEC Docket 811. 
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Accordingly, the Commission finds that it is in the 
public interest to impose the sanction specified by 
the Respondent in his Offer of Settlement, and IT 
IS ORDERED that: 


Respondent Richard C. Flick be and hereby is 
barred from association with any broker or dealer 
or investment adviser. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17529/February 10, 1981 


A notice has been issued giving interested per- 
sons until March 4, 1981 to comment on the appli- 
cations of the Boston Stock Exchange for unlisted 
trading provileges in the common stock ($.10 par 
value) of COLLINS FOODS INTERNATIONAL, 
INC. (DEL.) and the common stock ($.10 par 
value) of JAMES RIVER CORPORATION OF 
VIRGINIA which are listed and registered on one 
or more other national securities exchanges and 
are reported in the consolidated transaction re- 
porting system. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17530/February 10, 1981 


A notice has been issued giving interested per- 
sons until March 4, 1981 to comment on the appli- 
cations of the Philadelphia Stock Exchange for 
unlisted trading privileges in five stocks which are 
listed and registered on one or more other national 
securities exchanges and are reported in the con- 
solidated transaction reporting system. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17531/February 10, 1981 


NOTICE OF FILING AND OF SUMMARY EF- 
FECTIVENESS OF PROPOSED RULE CHANGE 
BY CINCINNATI STOCK EXCHANGE 


File No. SR-CSE-81-1 


Pursuant to Section 19(b)(1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78(s)(b)(1) (“Act”), 
notice is hereby given that on January 26, 1981, 
the Cincinnati Stock Exchange (“CSE”) filed with 
the Commission copies of a proposed rule change 
to implement the exchange’s participation in the 
Intermarket Trading System (“ITS”), in accord- 
ance with a recent amendment to the ITS Plan, 
providing for the operation of a manual linkage be- 
tween the current ITS and the CSE’s National Se- 
curities Trading System (‘““NSTS’”).! 


The CSE requested that the proposed rule change 
be put into effect summarily,? pursuant to Section 
19(b)(3)(B) of the Act prior to the start-up of the 
linkage on the grounds that the ITS/NSTS inter- 
face would significantly facilitate the linkage of 
qualified markets and trading systems and would 
provide opportunities for increased competition. 
The exchange also stated that the linkage would 
afford investors improved order interaction and 
price protection between and among markets, and 
that further delays in the implementation of the 
linkage would operate as an impediment to the de- 
velopment of national market system facilities.° 


The CSE stated that the ITS/NSTS linkage, which 
is scheduled to commence February 11, 1981, is 
designed to provide for the implementation and 
operation of the ITS and the Pre—Opening Appli- 





'See Securities Exchange Act Release No. 17532 
(February 10, 1981). 


Letter from John Ketels, attorney for CSE, to 
Stephen Parker, Division of Market Regulation, at 
2 (February 2, 1981). 


3Finally the CSE states that any delay in approval 
would cause the exchange to incur substantial ad- 
ditional costs for ITS related equipment which al- 
ready is installed and ready for operation. 
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cation through the Exchange’s NSTS, thereby 
enabling users of the NSTS to effect securities 
transactions with broker-dealers located in differ- 
ent market centers, in furtherance of the Congres- 
sional goals expressed in Section 11A(a) of the 
Act, in general, and Section 11A(a)(3)(B), in par- 
ticular. 


Moreover, according to the CSE, the proposed 
ITS/NSTS linkage should better enable the ex- 
change to carry out the purposes of the Act and to 
comply, and to enforce compliance by its mem- 
bers and persons associated with its members, 
with the provisions of the Act, the rules and regu- 
lations thereunder and the rules of the Exchange. 
The CSE further stated that the linkage is de- 
signed to promote just and equitable principles of 
trade, remove impediments to, and perfect the 
mechanism of a free and open market and a na- 
tional market system, and, in general, to protect 
investors and the public interest, consistent with 
Sections 6(b)(1) and 6(b)(5) of the Act. 


The foregoing rule change has been put into effect 
summarily, pursuant to Section 19(b)(3)(B) of the 
Securities Exchange Act of 1934. It appears to the 
Commission that summary effectiveness is neces- 
sary for the maintenance of fair and orderly mar- 


kets and the protection of investors in that an 
ITS/NSTS interface is a significant and positive 
step in the evolution of a national market system 
linking all qualified markets.* In addition, the Com- 
mission believes the proposed rule change is 
important for the following reasons: to promote 
brokers, dealers, and investors; to enhance inter- 
action of orders; to foster pricing efficiency and to 
ensure the best execution of investors’ orders. For 
these reasons the Commission believes that the 
NSTS/ITS linkage should be implemented at the 
earliest possible date. 


4The Commission is concerned, however, that a 
manual interface will prove too slow and cumber- 
some to provide an efficient mechanism for routing 
orders among market centers. Accordingly, the 
Commission expects that, if the CSE is willing to 
implement the necessary technical changes in or- 
der to effect an automated interface between the 
NSTS and the ITS, the ITS participants will take 
whatever steps are necessary to implement such 
an interface. Securities Exchange Act Release No. 
17516 at 9, n. 22 (Feburary 5, 1981). 
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At any time within 60 days of the filing of such pro- 
posed rule change, the Commission may summar- 
ily abrogate the proposed rule change if it appears 
to the Commission that such action is necessary 
or appropriate in the public interest, for the protec- 
tion of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federa/ Register during the week of 
February 16, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within 30 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-CSE-81-1. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission's Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


By the Commission 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17532/February 10, 1981 


In the Matter of 


American Stock Exchange, Inc. 
Boston Stock Exchange, Inc. 
Cincinnati Stock Exchange, Inc. 
New York Stock Exchange, Inc. 
Pacific Stock Exchange, Inc. 
Philadelphia Stock Exchange, Inc. 


SEC DOCKET/1747 





NOTICE AND ORDER APPROVING PROPOSED 
AMENDMENT TO THE INTER-MARKET TRAD- 
ING SYSTEM PLAN 


(File No. 4-208) 


Notice is hereby given that the Securities and Ex- 
change Commission has issued a provisional or- 
der, pursuant to Section 11A(a)(3)(B) of the Secu- 
rities Exchange Act of 1934 (the “Act’’), approving 
an amendment (‘Amendment’) to the ‘Plan for 
the Purpose of Creating and Operating an Inter- 
market Communications Linkage” (“ITS Plan’).' 


|. Background 


On February 10, 1981, the Amendment was filed 
with the Commission. The Amendment would re- 
vise the ITS Plan to reflect the membership of the 
Cincinnati Stock Exchange (“CSE”) in ITS. The 
Amendment provides that CSE’s participation in 
the actual operation of ITS would take place 
through a manual interface between the CSE’s au- 
tomated National Securities Trading System 
(“NSTS”) and ITS. An ITS terminal would be lo- 
cated on CSE’s trading floor, staffed by CSE em- 
ployees.2 Commitments sent from, or to, NSTS 
would be initially routed to the CSE’s physical 
trading floor, to be rerouted to the designated mar- 
ket center. 


In addition, the Amendment would effect a change 
in the ITS Plan which would apply to all partici- 





'The ITS Plan and Amendments thereto are con- 
tained in File No. 4-208. The ITS Plan was first 
approved on an interim basis in 1978. Securities 
Exchange Act Release No. 14661 (April 14, 1978), 
43 FR 17419. Approval on a temporary basis has 
been extended through January 31, 1983. Securi- 
ties Exchange Act Release No. 16214 (September 
21, 1979), 44 FR 56069. 


2The CSE, in the Amendment, has agreed that it 
shall be liable for any loss incurred by any other 
participant member or member organization of a 
participant or clearing member or clearing corpo- 
ration acting on behalf of a participant, as a conse- 
quence of any error or omission made by any CSE 
employee in facilitating or effecting any communi- 
cation between a participant and the CSE or a 
CSE member. 
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pants. The ITS Plan would require that an ITS par- 
ticipant may only permit its floor members to route 
commitments through ITS in stocks in which that 
participant publicly disseminates a continuous 
two-sided quotation. As a result, securities may be 
traded in ITS by any participant if members of that 
participant perform market making functions with 
respect to that security. 


In filing the Amendment, the ITS participants and 
the CSE requested that the Commission approve 
the order on an accelerated basis so that CSE 
might begin participation in ITS on February 11 
1981. The parties suggested that expedited treat- 
ment was appropriate in order to avoid further de- 
lays in the development of inter-market linkages 
and because the CSE would otherwise incur sub- 
stantial additional costs for ITS related equipment 
which is already installed and prepared for imme- 
diate operation. 


ll. Discussion 


Since its January 1978 policy statement on the na- 
tional market system,? the Commission has con- 
sistently stated that all qualified market centers 


which may evolve in order to permit efficient trans- 
mission of orders between markets. The Commis- 
sion believes that the implementation of the manu- 
al interface will increase the opportunities for 
brokers to secure best execution of their custom- 
ers’ orders, and enhance market making competi- 
tion and efficient pricing. Moreover, the effecting 
of a linkage between ITS and NSTS is critical to 
achieving the Commission’s goals of eliminating 
trade throughs and ensuring nationwide price pro- 
tection of limit orders in securities traded through 
ITS. Accordingly, the Commission believes that 
the implementation of the manual interface is a de- 
sirable step toward the creation of a more inte- 
grated trading environment.* 





3See Securities Exchange Act Release No. 14416 
(January 26, 1978), 43 FR 4354. 


4The Commission is concerned, however, that a 
manual interface will prove too slow and cumber- 
some to provide an efficient mechanism for routing 
orders among market centers. Accordingly, the 
Commission expects that, if the CSE is willing to 
implement the necessary technical changes in or- 


Volume 21, No. 20, February 24, 1981 





As noted above, the ITS participants and the CSE 
have requested that the Commission immediately 
approve the Amendment. The Commission be- 
lieves that the linking of the NSTS and ITS sys- 
tems is a significant step toward the creation of a 
national market system which may enhance mar- 
ket making competition, pricing efficiency and the 
ability of brokerage firms to ensure best execution 
of their customers’ orders. Therefore, the Commis- 
sion is approving the Amendment on a temporary 
basis, for 60 days from the date of publication in 
the Federal Register. The Commission anticipates 
that interested parties will submit comments on 
the Amendment to the Commission and that, prior 
to the expiration of this period, the Commission 
will determine whether to issue an order approving 
the Amendment on a permanent basis.° 


Publication of the submission is expected to be 
made in the Federal Register during the week of 

Interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 60 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. 4-208. 


Copies of the submission, including all amend- 
ments, all written statements with respect to the 
Amendment which are filed with the Commission, 
and of all written communications relating to the 
Amendment between the Commission and any 
person, other than those which may be withheld 





FOOTNOTE, Continued— 


der to effect an automated interface between the 
NSTS and the ITS, the ITS participants will take 
the necessary steps to implement such an inter- 
face. See Securities Exchange Act Release No. 
17516 at n.22 (February 5, 1981), Ries 
°*The CSE submitted proposed amendments to its 
rules, consistent with the revised ITS Plan, for ap- 
proval by the Commission. The Commission, pur- 
suant to 19(b)(3)(B) has summarily approved 
these amendments. See Securities Exchange Act 
Release No. 17531 (Feburary 10, 1981). 
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from the public® will be available for inspection and 
copying at the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 
20549. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority.” 


George A. Fitzsimmons 
Secretary 





ADMINISTRATIVE PROCEEDING 
FILE No. 3-5978 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17533/February 11, 1981 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 749/February 11, 1981 


In the Matter of 
DAVID MAGEE 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these proceedings' under the Investment Advis- 
ers Act of 1940 (the “Advisers Act’), David Magee 
(“Magee’’), President of National Counselor Re- 
ports, Inc., a registered investment adviser, failed 
to answer the Order for Proceedings instituting 
these proceedings and is therefore in default.? 





6See 17 CFR §240.24b-2. 


7See Pub. L. No. 87-592, 76 Stat, 394 (15 U.S.C. 
§78d-1); 17 CFR §200.30-3(a)(29). 


1In the Matter of National Counselor Reports, Inc., 
et al. instituted December 2, 1980. 


2Rule 7(e) of the Commission’s Rules of Practice 
provides that the allegations in the Order for Pro- 
ceedings may be deemed true as to a defaulting 
respondent. 
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On the basis of that Order it is found that: 


1. Magee willfully violatea Section 10(b) of the Se- 
curities Exchange Act of 1934 and Rule 10b-5 
thereunder. 


2. Magee willfully violated Sections 206(1), (2) and 
(4) of the Advisers Act and Rule 206(4)-1 promul- 
gated thereunder. 


In view of the foregoing, it is in the public inter- 
est to bar Magee from being associated with any 
investment adviser. 


Accordingly, IT IS ORDERED that David Magee, 
be, and he hereby is, barred from being associa- 
ted with any investment adviser. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17534/Feb. 11, 1981 


FOCUS Reporting System; Requirements for Fi- 
nancial Reporting 


ACTION: Final rules. 


SUMMARY: The Commission is adopting previ- 
ously proposed amendments to Part | of Form 
X-17A-5, the Financial and Operational Com- 
bined Uniform Single Report required to be filed by 
brokers and dealers, and related Rule 17a—5 un- 
der the Securities Exchange Act of 1934, and is 
issuing instructions useful to completion of Part |. 
The amendments to Part | of the FOCUS Report 
are designed to reorganize the Form so that it fol- 
lows a more logical progression from an account- 
ing and operational viewpoint. Paragraph (d) of 
Rule 17a—-5 is amended to require that two copies 
of the Annual Audited Report of Financial State- 
ments be sent to the Commission's principal office 
in Washington, D.C., instead of the one copy cur- 
rently required. This change is necessitated by the 
requirements of the Commission’s micrographics 
program. 
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EFFECTIVE DATE: April 1, 1981 (for filing period 
in May 1981) 


FOR FURTHER INFORMATION CONTACT: 
James G. Moody, Attorney Advisor, Division of 
Market Regulation, Securities and Exchange Com- 
mission, Washington, D.C. 
272-2370. 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission today announced 
the adoption of certain amendments to Part | of 
Form X-17A-5 (§249.617) and Rule 17a—-5 (17 
CFR 240.17a—5) under the Securities Exchange 
Act of 1934. The amendments, which become ef- 
fective on April 1, 1981, are substantially the same 
as those proposed in Securities Exchange Act Re- 
lease No. 17138 (September 9, 1980); 45 FR 
62092 (September 18, 1980).! 


INTRODUCTION 


Section 17(a)(1) of the Securities Exchange Act of 
1934 provides that the Commission shall prescribe 
by rule the records to be kept and the reports to be 
made and disseminated by brokers and dealers. 
Under that section the Commission has adopted 
Rule 17a—5 which is the basic reporting rule for 
brokers and dealers. It requires the filing of Form 
X-17A-5, the Financial and Operational Com- 
bined Uniform Single (“FOCUS”) Report, which 
was the culmination of years of study and com- 
ment by representatives of the securities industry 
through advisory committees and through the nor- 
mal rule proposal method.2 The FOCUS Report 
was designed to eliminate the overlapping regula- 





'In light of the comments received, the staff is re- 
viewing whether to recommend that the Commis- 
sion repropose for comment in the near future a 
revision of Parts Il and IIA of the FOCUS Report. 
In so doing, the staff hopes to develop a dialogue 
with respect to the issues raised by those who 
commented and the overall purposes of the Form 
including the time necessary to implement any re- 
visions proposed for the Report. 


2The Commission adopted the FOCUS Report as 
of January 1, 1976. See Securities Exchange Act 
Release No. 11935 (December 17, 1975) 40 FR 
59706 (December 30, 1975). 
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tory reports required by various self-regulatory 
groups and the Commission and to reduce report- 
ing burdens as much as possible. 


The FOCUS Report is one of the primary means of 
monitoring the financial and operationa! condition 
of brokers and dealers and enforcing the finan- 
cial responsibility rules. The completed forms are 
also used to determine which firms are engaged in 
various securities—related activities, and how 
economnic events and government policies might 
affect various segments of the securities industry. 


AMENDMENTS 


Part | of Form X-17A-5 [§249.617]° 


Part | of the FOCUS Report is a monthly form 
which must be filed by every broker or dealer who 
clears transactions or carries cutomer securities. 
In general, the changes to Part | are designed for 
two purposes. First, the Form has been reorgan- 
ized. It will call for the net capital computation 
each broker or dealer is required to make at month 
end. The prior Form was designed as a “key indi- 
cator” report without balancing items. Second, it 
will now require disclosure from brokers and deal- 
ers of information in the following areas which 
have been of recent regulatory concern: (1) con- 
centrations in government guaranteed mortgage 
backed securities; (2) concentrations in commodi- 
ty positions; and (3) current operational difficulties. 


In response to the Commission’s request for com- 
ments from interested members of the public con- 
cerning the amendments proposed in Securities 
Exchange Act Release No. 17138, several com- 
mentators addressed the proposed changes to 
Part |. Although the comments were generally fa- 
vorable as to the changes to Part |, certain ques- 
tions were raised requiring definition and clarifica- 
tion.4 While many of the concerns expressed are 





3The text of the amendment Part ! is 
hereto as Appendix A. 


4Comments received concerning Part Il are dis- 
cussed elsewhere in this release. See Note 1 su- 
pra. 
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dealt with by the revised instructions> to Part |, 
certain items are discussed herein. 


Several commentators requested clarification of 
the definition of “exempt” securities as it pertains 
to cash margin deficiencies and proprietary hair- 
cuts.® In both instances the instructions make it 
clear that the only “exempt” securities involved 
are United States Government guaranteed mort- 
gage backed securities, such as GNMA’s. 


One commentator indicated that the inclusion of 
certain balancing items in Part | might increase the 
reporting burden for brokers and dealers. The 
Commission notes first, that affected brokers and 
dealers are required to prepare a net capital com- 
putation at least once a month and the preparation 
of a trial balance should be an integral part of that 
process. Secondly, no new information is required; 
only internal additions within the form itself. Ac- 
cordingly, it is the Commission’s view that no sig- 
nificant increase in the reporting burden will result 
fror. the inclusion of such items. 


Several commentators sought clarification as to 
whether the Schedule of Operational Exposure 
Items will be a mandatory filing requirement for all 
brokers and dealers and, if so, they were con- 
cerned that the two (2) business days resolution 
period alluded to in the corresponding footnote 
would not be adequate. The Commission recog- 
nizes that, due to the nature and limited exposure 
of the securities business of some broker-dealers, 
the Schedule of Operational exposure Items may 
not be relevant to their mode of operation and its 
adoption could increase the regulatory burden on 
such firms. The Commission also recognizes that 
the nature of the exposure information required for 
adequate surveillance may vary between self 
regulatory organizations depending upon the mix 
of business of its members. Accordingly, the Com- 
mission is not adopting the Schedule as proposed 
in Securities Exchange Act Release No. 17138. 
Rather, the Commission is adopting alternate 
schedules, which may be used by each Desig- 
nated Examining Authority (“DEA”) as it deems 





5The text of the instructions to Part | is appended 
hereto as Appendix B. 


6See Securities Exchange Act Release No. 
17138. 
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appropriate. Each broker or dealer will be required 
to report only out-of-balance differences where 
the firm was actually required to deduct the 
amount of differences from its net capital at 
month-end. Other brokers or dealers will complete 
the in the first three columns, if the DEA requires. 
Moreover, seven if the firm were not required to 
charge its net capital at month-end, the DEA may 
require it to complete a separate schedule if it has 
open operational items not resolved by the sev- 
enth business day following the date of the report. 


Finally, the Commission realizes that, for the pur- 
pose of implementation, a DEA may wish to con- 
tinue to require its members to file the current Part 
| for the duration of 1981 or until its surveillance 
systems are revised. Accordingly, the Commission 
will permit a DEA to require its members to report 
on the current Part | until January 1, 1982 so long 
as the DEA collects the additional information re- 
quired by Part |,6 as adopted herein, by supple- 
mental schedules (excluding the ‘“‘balancing 
items” in the Report). 


AUDITED REPORT 


Paragraph (d) of Rule 17a—-5 is amended to re- 
quire that two copies of the Annual Audited Report 
of Financial Statements be sent to the Commis- 
sion’s principal office in Washington, D.C., instead 
of the one copy currently required. This change is 
necessitated by the requirements of the Commis- 
sion’s micrographics program. 


Accordingly, 17 CFR Chapter II is amended as fol- 
lows: 


PART 240—GENERAL RULES AND REGULA- 
TIONS, SECURITIES EXCHANGE ACT OF 1934 


1. Paragraph (d)(6) of §240.17a-5 is revised to 
read as follows: 


§240.17a-5 Reports to be made by certain bro- 
kers and dealers. 





SItems which are currently not required of firms 
designated to the New York Stock Exchange will 
continue not to be required (see generally items 
30 a & b as well as 35-40). 
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(d) x~*ek 


(6) One copy of the annual audit report shall be 
filed at the regional office of the Commission for 
the region in which the broker or dealer has its 
principal place of business and the principal office 
of the designated examining authority for said bro- 
ker or dealer. Two copies of said report shall be 
filed at the Commission’s principal office in 
Washington, D.C. Copies thereof shall be provided 
to all self-regulatory organizations of which said 
broker or dealer is a member. 


PART 249—FORMS, SECURITIES EXCHANGE 
ACT OF 1934 


2. Part | of Form X-17A-5, §249.617, is amended 
as set forth in Appendix A. 


§249.617 [Amended]. 


STATUTORY BASIS AND COMPETITIVE 
CONSIDERATION 


Pursuant to the Securities Exchange Act of 1934 
and particularly Sections 15(c)(3), 17 and 23 
thereof, 15 U.S.C. §§780(c)(3), 78q and 78w, the 
Commission hereby amends 17 CFR §240.17a—-5 
and §249.617 of Chapter II of Title 17 of the Code 
of Federal Regulations in the manner set forth 
above. The Commission believes that any burden 
imposed upon competition by the amendments is 
necessary and appropriate in furtherance of the 
purposes of the Act, and particularly to implement 
the Commission’s continuing mandate under Sec- 
tion 15(c)(3) thereof, 15 U.S.C. §780(c)(3), to pro- 
vide minimum safeguards with respect to the fi- 
nancial responsibility of brokers and dealers. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


February 11, 1981 
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APPENDIX A 





Name of brokec/Dealer 





Name and Telephone No. of Person Completing This Report 





FOR MONTH 











ITEM MONTII 
Subordinated Loan Agreements = Cash 


secured Demand Notes = Face Amount 

Total suboruinations Allcwable for Net Capital bs 
Ownership Lyuity/Partnership capital <= Beginning ot Month 
Unconsolidated [ncome/Lxpense tor the Month: 

a. Trading and Investment Account Profit or (Loss) 
b. Other Gross Income (Loss) 

c. Expenses 

d. Federal Income Taxes 

Net Profit or (Loss) tor the Month 

Other (Exclude Non-Contorming Capital) 

a. Additions to Capital 

b. (Deductions) trom Capital 

Ownership Eguity/Partnersnip Capital <= End of Month 
Other (Deductions) or Allowable Credits 

Total Capital and Allowable Subordinations 

Deductions and/or Charges to Capital 

Added Charges Customer and Non-Customer 

a. Securities Accounts 

5b. Commodity Accounts 

Operational Charges to Capital (pg. 2 Line 8 Col. IV) 
Non-Allowable Assets (Not Includable Above) 
Proorietary Charges on Commodities 

Other Charges and/or Deductions 

Total Decuctions and/or Charges (Lines ll tnru 15) | 
Net Capital - Betore Haircuts on Securities 

Haircuts on Proprietary Security Positions 





~ 
4 















































4 
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cess t 

Aggregate Indebtedness to Net Capital 

Net Capital to Aggregate Debit Items 

Net Capital in Excess of Greater of 6 2/3% 
of AI or Minimum 

Net Capital in Excess of Greater ot 4% 

of ADI or Minimun 

Option Deductions/Net Capital Ratio 














3575 
3540 
5600 
Terz 
3620 
3640 
3740 
3755 
Taso 
TaaT 
Torr 
3840 
4470 
3766 
3855 
3a51 
3776 
EDU 
3852 





2 2 * * * 2 ® ® * 


> 
r 
w 
Oo 


Total Credits - Rule 15c3-3 Reserve Formula 
Total Debits - Rule 1l5c3-3 Reserve Formula = Net 
Amount in Reserve Bank Account 
Commodity Exchange Act - Segregation Requirement 
a. Amount Required to be Searegated 
b. Amount searegated 
Firm Proprietary Positions 
a. Long - All Securities 
b. Short = All Securities 
c. Long - Contractual Commitments Certain 
Exempt Securities 
d. Short - Contractual Commitments Certain 
Exempt Securities 
Customer and Non-customer Charges - Certain 
Exempt Securities 
a. Security Concentration = Firm 
b. Security Concentration = Customer 
c. Commodity Concentration = Firm 
d. Commodity Concentration = Customers and Others 
33. Total Tickets 
34. Aged Fails: a. To Deliver 
b. TO xecelve 
35. Total Fails: a. To Deliver 
b. To kKeceive 
36. Equity Markets: a. tNASDLAQ 
Oo. Other 
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Clearing Ayency Balances 

a. Due from Clearing 

b. Due to Clearing 

Unrestricted Cush 

Customers’ Accounts (Securities) 
a. Secured Debits 

b. Total Credits 

Securitics Borrowed 

















lay leg | 








Name of Broker/Dealer 





Name and Telephone No. ot Person Completing This Report 





ID No. OPERATIONAL ITEMS FOR THE MONTH OF 








SEC File No. 





Operational Deductions from Net Capital (Note A) 





I Ir Itt 1v"* 
Deductions 
Debits Credits in Computing 
(Short Value) (Long Value) Net Capital 





Money suspense 
and balancing 
differences 








Security suspense 
and differences 
with related money 
balances 














Market value of 
short and long 
security suspense 
and differences 
without related 
money (other than 
reported in item 4 
below) 








Market value of 
security record 
breaks 








Unresolved recon- 

ciling differences 

with others 

A. Correspondents 
end broker/ 
dealers 

B. Depositories 

C. Clearing 
Organizations 
































D. Inter-company 
accounts 

E. Bank Accounts 
and Loans 

FP. Other 

G. (Offsetting) 
Items A-F 


























TOTAL Line 5 








Commodity differ- 
ences 








Open transfers and 
reorganization 
account items over 

40 days not confirmed 
oc verified 








TOTAL (Lines 1-7) 








Lines 1-6 resolved 
subsequent to 
report date 
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- Has respondent completed this form in accordance with 
instructions of the designated examining authority? Yes 
No 


All line items (1-8) column IV (columns I, II and III if required) must be 
answered. If respondent has nothing to report, enter -0-. 


Note: A_ Include aged items which resulted in a deduction in the computation 
of net capital (column [V) at the report date as appropriate 
(Lines 1-7) whether cesolved subsequently or not (see instructions). 
Complete columns i, !If and III only 1£ required by the “designated 
examining authority.” 


Operational Exposure Items (Note B) 





The respondent's “designated examining authority” may require on a 
separate schedule headed “Potential Operational Deductions from Net 
Capital” that the same information be submitted, as tormated above, 
for line items 1-6 Stating open Ltems, sat the ceport dute, that were 
not deducted in the computation of net capital; and which were not 


resolved ‘in seven (7) business days subsequent to the ceport date. 


Appendix B 


FOCUS REPORT 
INSTRUCTIONS TO PART | 


GENERAL 


Line items 1 through 25 represent a computation 
of the net capital and capital requirement of the 
broker/dealer and are to be completed in accord- 
ance with Rule 15c3-1, appendices thereto and in- 
terpretations issued by the Commission. Refer- 
ences are to the pertinent subparagraphs of the 
Rule. 


Most line items contained herein correspond to 
similar line items in Parts Il and/or IIA and the 
same instructions, as interpreted, shall be fol- 
lowed unless specified herein. 


1710 


1. Subordinated Loan Agreements—(as defined in 
Appendix D, Rule 15c3-1)—enter the total amount 
of cash obtained pursuant to subordinated loan 
agreements in effect at the report date. This item 
corresponds to the same item number in Parts Il 
and IIA. 


Appendix D to Rule 15c3-1 sets forth minimum 
and nonexclusive requirements for satisfactory 


subordination agreements. 


1730 


2. Secured Demand Notes—(as defined in Appen- 
dix D)—enter the total face amount of all secured 
demand notes in effect at report date. This item 
corresponds to the same item number in Parts Il 
and IIA. 
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Where collateral to a secured demand note is in 
the form of cash, the collateral account credit 
should not be reflected as a reduction of the 
amounts reported. It should be reported as a non- 
A.\. Liability to the extent that it does not exceed 
the face amount of the collateralized note. Se- 
cured demand note deficiencies should be includ- 
ed as a deduction on Line 15. 


The collateral contained in each secured demand 
note collateral account shall relate only to the spe- 
cific demand note that it collateralizes. Excess col- 
lateral value in one account shall not be applied to 
the deficiency in another account. 


3520 


3. Total Subordinations Allowable for Net Capital- 
(Total of Lines 1 and 2). This item corresponds to 
the same item number in Parts II and IIA. 


3501 


4. Ownership Equity/Partnership Capital- 
Beginning of month-enter here the same total 
amount from the prior month end (corrections of 
prior month should be included on line 7.) as re- 
ported on Part | or Il. Lines 5 through 7 reflect all 
changes of ownership equity qualified for inclusion 
in net capital from the last previously filed FOCUS 
Report. 


5. Unconsolidated Income/Expense 


3950 


a) Enter the net of realized and unreal- 
ized gains (or losses) in all trading, in- 
vestment and other proprietary ac- 
counts for the current reporting month. 
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Losses should be recorded in brackets. 
This item corresponds to the sum of 
items 3950 and 3952 in Parts II and IIA. 


4212 


b) Report unconsolidated gross income 
for the current reporting month exclud- 
ing realized or unrealized gains (or 
losses) reported under item 5(a) above. 


4201 


c) Enter the total unconsolidated ex- 
penses for the current reporting month. 
Provision for federal income taxes 
should not be included in this amount. 


4221 


d) Federal income taxes to be reported 
by corporations only. 


4250 


6. Net Profit or (Loss) for the Month—Net of lines 
5a through 5d. 


4264 


7a. Additions to Capital—includes all additions to 
capital even through subsequently withdrawn be- 
fore the end of the period. Capital additions which 
are not qualified for Net Capital should be ex- 
cluded. Also include sale of capital stock or part- 
ners’ contributions and income adjustments appli- 
cable to prior periods, or non-recurring items not 
included in 5.a), b), or d) related federal income 
tax provision. 


4274 


7b. (Deductions) from Capital (Exclude Non- 
Conforming Capital)—Include contributions made 
and withdrawn during the period, partners’ capital 
withdrawals, retirement or repurchase of capital 
stock, dividends, and income adjustments applica- 
ble to prior periods, or other non-recurring items 
(adjusted for any related income tax provision) not 
included on Line 5.c) or d). 


3500 


8. Ownership Equity/Partnership Capital—End of 
Month—this item corresponds to the same item 
number in Parts Il and IIA. Include here the total of 
lines 4, 6, and 7a less 7b. 
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3525 
9. Other (deductions) or Allowable Credits. 


This item allows for adjustments, both (deduc- 
tions) and additions (such as deferred tax credits) 
not otherwise provides for in lines 4 to 8. These 
adjustments will generally arise as a result of the 
provisions of subparagraph (c)(2)(i); for example: 


Tax benefits can be added to net worth to the ex- 
tent that income tax liabilities could have been re- 
duced on the date of the capital computation, if the 
related unrealized losses had been realized on 
that date. This means that, a calendar year com- 
pany that has unrealized losses to the extent of 
the realized gains on December 31, will immedi- 
ately at the beginning of the next year, not have 
the right of offset for the unrealized losses, since 
no realized gains would yet exist. 


Certain deferred tax debits relating to deferred 
compensation payable may be treated in a like 
manner. Where a deferred compensation plan is 
structured so that the broker/dealer may at any 
time at its option make payment, the related de- 
ferred income tax receivable may be applied to re- 
duce the tax liability on the broker/dealer’s books 
for other items. 


Sole proprietors who are registered broker/dealers 
shall record on line 9 any deductions required by 
subparagraph (c)(2)/(ili). 


3530 


10. Total Capital and Allowable Subordina- 
tions—Total (add lines 3, 8 and 9) represents the 
capital and subordinated liabilities which are quali- 
fied for net capital under Rule 15c3-1. This item 
corresponds to the same item number in Parts II 
and IIA. 


Item 3550 


11a. Added Charges Customer and Non-Customer 
Securities Accounts. The rule requires a deduction 
for deficiencies in customers’ or non-customers’ 
accounts in meeting the maintenance margin re- 
quirements of the broker's or dealer's Examining 
Authority. See subparagraph (c)(2)(xii), the main- 
tenance margin requirements of your Examining 
Authority and related instructions. This item corre- 
sponds to the same item number in Part Il and 
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represents charges other than amounts deducted 
as non-allowable assets. 


3560 


11b. Added Charges Customer and Non-Customer 
Commodity Accounts—this item covers charges 
under Appendix B to Rule 15c3-1, other than 
amounts deducted as non-allowable assets. It cor- 
responds to the same item number in Part Il. 


3575 


12. Operational Charges to Capital—Enter total of 
lines 1-7 in Column IV of Operational Deductions 
from Net Capital (page 2 of Part |). See separate 
instructions contained herein. 


3540 


13. Non-Allowable Assets (Not Included in lines 11 
and 12)—This total amount should also exclude 
the value of securities borrowed under subordina- 
tion agreements not in satisfactory form and the 
market value of memberships in exchanges con- 
tributed for use of a company and partners’ securi- 
ties which are included in non-allowable assets 
and excluded from line 10 as non-conforming capi- 
tal. Also, excludes any non-allowable amounts in- 
cluded on line 12 as deductions. 


3600 


14. Proprietary Charges on Commodities—see 
Appendix B for charges applicable to proprietary 
commodity positions;—include charges on fu- 
tures, forward contracts and spot commodities. 


3612 


15. Other Charges and/or Deductions—include on 
this line all other charges and deductions to capital 
specified in the rule not included in lines 11 to 14. 
These deductions will include but are not limited 
to, any secured demand note deficiency, charges 
related to aged fails to deliver or fails to receive, 
deficit in securities loaned, aged security divi- 
dends short, losses on contractual commitments, 
guarantees and insurance claims, etc. 


If the respondent has elected under the provision 
of Subparagraph (c)(2)(xiii) to deduct 4% of in- 
debtedness collateralized by customers’ exempted 
securities or municipal securities in lieu of 
including the borrowing in aggregate indebted- 
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ness, ithe respondent should make that deduction 
in this item. 


Also deductions for accounts carried under Rule 
15c3-1(a)(6), (a)(7) and (c)(2)(x)—brokers or 
dealers carrying accounts of options specialists or 
market makers subject to subparagraph (a)(6) or 
(c)(2)(x) are required to compute deductions in ac- 
cordance therewith for each such specialist or 
market maker. Any deficiency existing in each 
such account is to be deducted in computing the 
carrying broker’s or dealer’s net capital. 


3620 


16. Total Deductions and/or Charges—Add line 
items 11 through 15. 


3640 


17. Net Capital before Haircuts on Securities 
Positions—item line 10 less line 16. This item cor- 
responds to the same item in Parts II and IIA. 


3740 


18. Haircuts on Proprietary Security Posi- 
tions—Report the sum of all haircuts applied in the 
computation of net capital pursuant to subpara- 
graphs (c)(2)(vi), (c)(2)(viii) and Appendix A of 
Rule 15c3-1 adjusted where applicable by the pro- 
visions of paragraph (f) when the alternative com- 
putation is elected. This item corresponds to the 
same item number in Parts II and IIA. 


3750 


19. Net Capital—Line 17 less line 18. This item 
corresponds to the same item number in Parts II 
and IIA. 


4880 


20. Scheduled Capital Withdrawals Within 6 
Months—The amounts included herein shall in- 
clude, but not be limited to, all obligations to re- 
pay, in whole or in part, within the six months sub- 
sequent to the reporting date, any Payment 
Obligation as defined in Appendix (D) to Rule 
15c3-1. Also to be included are those items de- 
fined in the instructions to the schedule of capital 
withdrawals in Part Il or Part IIA. This item corre- 
sponds to the same item number in Parts Il and 
IIA. 
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4881 


21. Net Capital After Withdrawals—line 19 less 
line 20—This item corresponds to the same item 
number in Part Il. 


10171 


22. Total Equity Subordinations—Enter the total 
amount of approved subordination agreements 
which are considered equity capital pursuant to 
paragraph (d) of Rule 15c3-1. This item corre- 
sponds to the same item in Parts II and IIA. 


23. Aggregate Indebtedness/Aggregate Debit 
Items. 


3840 


a) Report the total amount of all aggre- 
gate indebtedness items, i.e., the total 
money liabilities of the firm exclusive of 
(i) through (xiii) under subparagraph 
(c)(1) of Rule 15c3-1, or 


4470 


b) If the alternative method is used, re- 
port the total of all debit items computed 
in accordance with the Reserve Formu- 


la under Rule 15c3-3 as adjusted. 
(Note) Do not reduce the aggregate 
debits by the 3% adjustment specified 
under Rule 15c3-1(f)(5)(i). 


(Note) 


A broker/dealer electing the alternative 
may not use any approximation or net- 
ting procedures in making the month- 
end Reserve Formula computation. The 
calculations should be as complete and 
accurate as possible. 


The debit line item amounts in the Re- 
serve Formula may vary from the final 
amounts reported for FOCUS Reporting 
(adjusted amount) due to closing entries 
or adjustments that a broker/dealer may 
not have been aware of or was unable 
to document on a timely basis until after 
the second business day following the 
month-end. Some of these adjustments 
are, but are not limited to: 
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. Balancing and bookkeeping errors 


. Reclassification and undisclosed 
unsecured debits 


. Unidentified errors and suspense 
items 


Report on Line 23 the final adjusted aggregate 
debits to determine the capital requirement under 
paragraph (f). 


3760 


24. Minimum Capital Requirement 


Report the greater of the dollar amount of mini- 
mum net capital required pursuant to Rule 15c3-1, 
i.e., $5,000, $25,000, $50,000 or $100,000, or; 


The amount of net capital required to support 
624% of aggregate indebtedness or 4% of aggre- 
gate debit items if on the alternative. 


25. Ratios/Excess Net Capital 


3850 


a) Report the percent of aggregate in- 
debtedness (line 23a) to net capital, if 
applicable. If not, complete 25b. 


3851 


b) Report the percent of net capital to 
the aggregate debit items (line 23b) in 
the Reserve Formula, if the alternative 
computation is used. 


3770 


c) Enter the amount of net capital in ex- 
cess of the greater of: 624 percent of 
aggregate indebtedness or the mini- 
mum dollar net capital requirement. If 
not applicable, complete 25d. 


3910 


d) Enter the amount of net capital in ex- 
cess of the greater of 4 percent of the 
aggregate debit items in the Reserve 
Formula or the minimum dollar net capi- 
tal requirement, if the alternative com- 
putation is used. 
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3852 


e) Report the percent of the total options 
deductions under subparagraph (a)(6), 
(a)(7) and (c)(2)(x) of Rule 15c3-1 to net 
capital as of the reporting date. (1,000% 
test). 


4430 and 4472 


26,27. Total Credits and Debits—Rule 15c3-3 
Reserve Formula 


The credit and debit balance to be reported on 
these lines should be identical with the Rule 
15c3-3 Formula “Exhibit A” computation prepared 
the business day following the month end to deter- 
mine the amount to be deposited as specified un- 
der subsection (e)(1) by 10 A.M. the next (second) 
business day. 


The total debits should be net of the 3% adjust- 
ment specified under Rule 15c3-1(f) or 1% 
specified in Note e(3) of Exhibit A. 


4530 


28. Amount in Reserve Bank Account. Include on 


this line item the actual amount on deposit (or de- 
posited) by 10 A.M. of the second business day 
following the end of the month. Inciude the total of 
both cash and qualified securities as defined un- 
der Rule 15c3-3, subparagraph (a)(6), which may 
be deposited in lieu of cash. 


7060 


29a. Amount Required to be Segregated—this 
amount represents the requirements under the 
Commodity Exchange Act—this item corresponds 
to line number 5 of the Schedule oi Segregation 
Requirements and Funds in Segregated Custom- 
ers’ Regulated Commodity Futures Accounts in 
Part Il. 


7180 
29b. Amount Segregated—Commodity Exchange 
Act. This is the amount actually segregated as 


shown in Part Il, line 11 in the schedule cited un- 
der 29a. 


30. Firm proprietary positions. 
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850 


a) Long securities—Report at market 
value all long positions carried in the 
proprietary accounts of the firm as of 
the current month end reporting period, 
i.e., trading and investment accounts, 
and other proprietary accounts. Do not 
include secured demand note collateral. 
Include qualified securities held in 
banks pursuant to Rule 15c3-3(e)(1). 


1620 


b) Short—All Securities— Report at mar- 
ket value all short positions carried in 
the proprietary accounts of the firm as 
of the current month end reporting peri- 
od. 


841 and 1621 


c)d) Long and Short—Contractual Com- 
mitments Certain Exempt Securi- 
ties—Include only U.S. Government 
Guaranteed Mortgage Backed Securi- 
ties, such as GNMA securities. 


Report separately the total long and short posi- 
tions in U.S. Government Guaranteed Mortgage 
Backed Securities Commitments relating to for- 
ward and standby contracts in firm accounts. The 
face amount of the securities under contract may 
be reported in lieu of market value or contract 
value. Please designate which value is reported. 


Include forward contracts purchased or sold for 
delivery. After five business days from the date of 
the transaction. Include delayed delivery contracts 
such as TBAs (bo be announced). Do not net for- 
ward contracts to purchase with forward contracts 
to sell and do not net long and short standby con- 
tracts. 


Standbys for the purpose of this item are put op- 
tions, i.e., the purchaser of the standby has the 
right to sell a security at a specified price within or 
at a specified time. A dealer who is obligated to 
buy a security under a standby contract, for which 
he has received a fee, should report the standby 
as a long position. A dealer who has paid a fee for 
the right to sell securities under a standby contract 
should report the standby as a short position. 
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31. Customer and non-customer capital charges 
related to commitment—certain exempt securities. 
Include only charges on forward contracts, TBAs 
(to be announced) and standby contracts in U.S. 
Government guaranteed mortgage—backed secu- 
rities. 


32. Security Concentration 


5371 


a) Firm—Report the aggregate value of 
all securities positions which are subject 
to undue concentration haircuts as 
specified in subparagraphs (c)(2)(vi)(M) 
or (f)(3)(iii) of Rule 15c3-1. 


5372 


b) Customer—Report the aggregate 
market value of specific securities, other 
than exempted securities, which ex- 
ceeds 70 percent of the value of all se- 
curities which collateralize all margin re- 
ceivables pursuant to NOTE E to Exhibit 
A of Rule 15c3-3. The percentage 
standard of Note E has not been 
changed. 


Commodity Concentration 


5375 


c) Firm Concentration—Trading and In- 
vestment Accounts 


Report concentrations in commodity futures 
carried in trading and investment accounts calcu- 
lated as follows: 


(1) Determine the greater of the total 
number of long or short commodity fu- 
tures in each commodity. Positions rep- 
resenting purchases and sales of a like 
amount of the same commodity or 
hedges of spot (cash) commodity where 
the spot commodity is in the the posses- 
sion or under the control of the 
broker/dealer may be eliminated. 


(2) Determine the greatest original mar- 
gin requirement for each commodity 
stipulated by a registered U.S. Com- 
modity Exchange for speculative ac- 
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counts. If the commodity exchange has 
no original margin requirement, use the 
clearing house margin requirement. 


(3) Determine the total amount of margin 
that would be required as per (2) above 
on the greater of the total number of 
long or short positions in each commod- 
ity as per (1) above. 


(4) For each commodity calculated as 
per (3) above, determine whether (3) 
exceeds 10% of excess net capital. For 
purposes of (4) and (5) only, excess net 
capital at the end of the prior month 
may be used. 


(5) Aggregate and report in one total on 
line 32.c) those amounts calculated in 
(3) above for each commodity which ex- 
ceeds 10% of excess net capital. 


5376 


d) Commodity Concentration—Customers and 
Others 


Report concentrations in commodity futures 
carried for all customers, non-customers, omnibus 
and general partners’ accounts calculated as fol- 
lows: 


(1) Determine the greater of the total 
number of long or short commodity fu- 
tures in each commodity. Positions in 
each account representing purchases 
and sales of a like amount of the same 
commodity or hedges of spot (cash) 
commodity where the spot commodity is 
in the possession or under the control of 
the broker-dealer may be eliminated. 


(2) Determine the greatest original mar- 
gin requirement for each commodity 
stipulated by a registered U.S. Com- 
modity Exchange for speculative ac- 
counts. If the commodity exchange has 
no original margin requirement, use the 
clearing house margin requirement. 


(3) Determine the total amount of margin 


that would be required as per (2) above 
on the greater of the total number of 
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long or short positions in each commod- 
ity as per (1) above. 


(4) For e&ch commodity calculated as 
per (3) above, determine whether it ex- 
ceed 50% of excess net capital. For 
purposes of (4) and (5) only, excess net 
capital as of the end of the prior month 
may be used. 


(5) Aggregate and report in one total on 
line 32(d) the amount calculated in (3) 
above for each commodity which ex- 
ceeds 50% of excess net capital. 


4980 


* 33. Total Tickets—Enter the total number of buy 
and sell tickets executed as agent and/or principal. 
For agency transactions, count both street and 
customer side as one transaction. Multiple execu- 
tions at the same price which result in one confir- 
mation should be counted as one transaction. In 

‘the case of principal transactions, dealer-to-dealer 
and retail transactions are counted separately. 
Firms carrying public customer accounts for other 
broker-dealers on a fully disclosed basis are to in- 
clude transactions emanating from those accounts 
in their total ticket count. Firms which introduce 
accounts on a fully disclosed basis should include 
transactions so introduced in their ticket count. Ex- 
clude from total ticket counts transactions exe- 
cuted on behalf of monthly investment plans and 
those filled on a subscription basis wherein pay- 
ment is made directly to an underwriter, sponsor 
or other distributor who in turn delivers the securi- 
ty purchased directly to the subscriber. This item 
corresponds to the same item number on Part Il. 


5362 and 5365 


34a)b). Aged Fails—Enter the ledger balances of 
a) fail to deliver and b) fail to receive aged eleven 
(11) business days or more (21 business days or 
more for municipal securities) following settlement 
date. 


Total Fails— 779 


a) Report total contract value of all fails 
to deliver. If records are maintained on 
a trade date basis, enter here the total 
amount of all broker-dealer receivables. 
This item corresponds to the same num- 
ber in Part Il. 
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1505 


b) Report total contract value of all fails 
to receive. If records are maintained on 
a trade date basis, enter here the total 
amount of all broker-dealer payables. 
This item is equal to the sum of items 
1490 and 1500 on Part Il. 


36. Equity Markets— 


114 


a) Enter the total number of equity secu- 
rities in which a market is made on 
NASDAQ based on the average number 
of such markets made during the 30 
days immediately preceding the report 
date pursuant to Rule 15c3-1(a)(4). 


116 


b) Enter the total number of other equity 
securities in which a market is made 
based on the average number of such 
markets made during the 30 days imme- 
diately preceding the report date pursu- 
ant to Rule 15c3-1(a)(4). 


37. Clearing Agency Balances— 


810 


a) Report total dollar amount due from 
clearing agencies on current short posi- 
tions at current prices as per the clear- 
ing agency. 


1560 


b) Report total dollar amount due to 
clearing agencies on current long posi- 
tions at current prices as per the clear- 
ing agency. 


750 


38. Unrestricted Cash—Report all cash on hand 
and cash in banks subject to immediate withdraw- 
al net of overdrafts. This would exclude cash seg- 
regated in accordance with federal or state securi- 
ties or commodities law. 
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39. Customers’ Accounts. 
310 


a) Report total amount of secured debits 
in customer accounts as of month end 
reporting date. This item corresponds to 
the same item number in Part Il. 


1580 


b) Enter total amount of all customer's 
free and other credit balances as de- 
fined in Rule 15c3-3, subparagraphs 
(a)(8) and (a)(9). 


103 


40. Securities Borrowed—Enter the total market 
value of all securities borrowed from customers 
and non-customers including other broker-dealers 
and financial and non-financial institutions. 


Operational Capital Charge Items 


General 


For reporting purposes the debit (short value) col- 
umn II and credit (long value) column III should be 
rounded to the nearest one thousand dollars ($000 
omitted). Omit pennies in column IV. 


Complete columns |, Il, and Ill of the Schedule 
only if required by your designated examining au- 
thority. 


Include on lines 1-7 ail items that are, or result in, 
capital charges or additions to aggregate indebt- 
edness at the report date even if resolved subse- 
quently. Items resolves subsequent to the report 
date may be shown on line 9 at the option of the 
respondent unless specifically required by the Ex- 
amining Authoriiy or as noted herein. 


All commodity money suspense differences and 
uncompared and unconfirmed items should be re- 
ported on line 6 only. 


If the designated examining authority requires 
completion of columns lI, Il and Ill, all aged 
operational items (lines 1-7) are reportable wheth- 
er they result in a capital charge or not. 
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If more than one item is reportable for each line 
the aggregate number of items should be reported 
in Column |. The related aggregate amount 
(values) are reportable in Column Il, Ill and IV if 
required. A related money and security value 
should be considered as one item. 


Suspense and reconciliation difference items may 
not be updated by transfer, journal entry or other- 
wise, to another account with a different nomen- 
clature. Each item must retain its original discov- 
ery date unless clearly identified with another 
item. 


Suspense Differences (relative to lines 1, 2, 3 and 
4) 


The net capital treatment of suspense differences 
is as follows: 


The net capital treatment of security positions and 
money balances whose ultimate disposition is not 
known, e.g. DKs and suspense items which re- 
main unresolved (7) business days after discov- 
ery, is as follows: 


1) Long position and related debit bal- 
ance, and short position and related 
credit balance—treat as proprietary 
commitments that cannot operate to in- 
crease net capital (see line 2 instruc- 
tions); 


2) Long position only—no deduction ex- 
cept as noted herein (see line 3 instruc- 
tions); 


3) Short position and breaks only—de- 
duct current market value (Rule 
15c3-1(c)(2)(v)) (see treatment of secu- 
rity count difference below and lines 3 
and 4 instructions); 


4) Credit balance only—include in ag- 
gregate indebtedness; and 


5) Debit balance only—deductions (see 
line 1 instructions). 


The resolution of suspense or difference items af- 
ter the report date shall not result in a reduction of 
the required charge as of the report date. For ex- 
ample, a short security difference which is open at 
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the report date and has been unresolved for seven 
(7) business days after discovery is required to be 
deducted even though the difference is resolved 
prior to the date the FOCUS Report is filed. 


Security Count Differences (relative to lines 2, 3, 4 
and 5) 


Rule 17a-13 (Quarterly Security Count Require- 
ments) requires unresolved differences to be re- 
corded in a difference account no later than seven 
business days following the security count and 
verification. Paragraph (b)(3) of the Rule requires 
verification of all securities in transfer, in transit, 
pledged, loaned, borrowed, deposited, failed to re- 
ceive and deliver or otherwise subject to the 
broker/dealer’s control or direction but not in his 
physical possession where such securities have 
been in said status for longer than 30 days. With 
respect to these items requiring verification, the 
seven day period begins after verification takes 
place; that is, when a confirmation is returned indi- 
cating a discrepancy with the books and records of 
the broker/dealer, or where such confirmations 
have not been returned within a reasonable period 
of time (15 days) to establish the validity of the po- 
sition. In instances where confirmations have been 
outstanding for 15 business days without return, 
the broker/dealer should record as a difference 
such securities on the 22nd business day. 


Specific Line Item Instructions 


Line 1. Money Suspense and Balancing Differ- 
ences (money only) 


These differences shall include any amount re- 
quired to balance the general ledger and unre- 
solved differences between general ledger control 
accounts and subsidiary records or balancing of 
blotters, etc. 


A “debit” difference is one that, if recorded in the 
general ledger would result in a debit balance. 
This may result because of an amount needed to 
balance excess ledger credits over ledger debits 
or as a result of adjusting general ledger control 
accounts to subsidiary records. Report debit differ- 
ences in columns II and IV. 


A “credit” difference is one that, if recorded in the 


general ledger, would result in a credit balance. 
This may result because of an amount needed to 
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balance excess ledger debits over ledger credits 
or as a result of adjusting general ledger control 
accounts to subsidiary records. Report credit dif- 
ferences in column Ill only. 


Money suspense and balancing differences shall 
also include all accounts, in whole or part, con- 
taining ledger debits or credits representing 
unidentified or unknown items with no related se- 
curity position or an account which may contain 
security positions that cannot be properly related 
to the money ledger balances. 


Money differences could include, but are not limit- 
ed to the following: 


a. Unallocated receipts or disburse- 
ments. 


b. Cash Dividend Balancing Accounts 
(out-of-balance proofs). 


c. Money Balancing Accounts (EDP), 
Cage, P&S, Accounting and others. 


d. Unresolved Money Differences re- 
sulting from the comparison of detail re- 
cords to control accounts for customer 
accounts, fail to receive, fail to deliver, 
stock borrowed, stock loaned, bank 
loans, inter-office accounts and adjust- 
ments of General Ledger control ac- 
counts to agree to subsidiary records. 


e. Any accounts utilized to balance “dai- 
ly work” which contain debits or credits 
requiring resolution. If any such ac- 
counts exist, the ledger balance re- 
sulting from one day’s “out of balance” 
work, shall not be netted against anoth- 
er day’s “out of balance” work, unless 
related to each other. 


For reporting purposes, debit and credit money 
differences shall not be netted. 
Line 2. Securities Differences With Related Mon- 


ey Balances 


Report in Columns |, Il and Ill all transactions in 
any accounts containing a long or short security 
position with a related ledger balance pending de- 
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termination of ownership, collectibility, or deliver- 
ability, which are in doubt. 


Long positions and related debits, and short posi- 
tions and related credits are treated as proprietary 
commitments in computing net capital if they re- 
main unresolved seven (7) business days after 
discovery. This requires mark to market adjust- 
ments and haircut charges computed under 
subparagraph (c)(2)(vi), (f)(3) or Appendix A. The 
aggregate total of deductions is reportable in Col- 
umn IV and shall not operate to increase net capi- 
tal. 


Line 3. Market value of short and long suspense 
and differences without related money—shall in- 
clude all transactions in any accounts containing 
long and short security positions, for which no re- 
lated ledger balance exists regardless of the no- 
menclature of the account. 


Long differences are generally ignored in the capi- 
tal computation process unless the securities have 
been sold by the broker/dealer before the differ- 
ences are adequately resolved. In such instances, 
include the excess of the market value (Column 
Ill) of the long securities sold over any reserve es- 
tablished as deductions in Column IV. 


The market value of short security differences is 
deducted in the computation of net capital if the 
differences remain unresolved seven days after 
discovery (see Rule 15c3-1(c)(2)(v)), and should 
be reported in Columns II and IV. 


Unrelated differences in the same security or other 
securities shall not be netted. 


Line 4. Market value of security record breaks. 


Security record breaks are defined as out-of- 
balance error conditions in the daily recording of 
security position changes or movements where 
the total longs do not equal the total shorts on a 
given security. 


“Long” differences are the amounis needed to 
balance an excess of short positions over long po- 
sitions. When recorded in a difference account, 
such would be recorded long on the stock record. 
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“Short” differences are the amounts needed to 
balance an excess of long positions over short po- 
sitions. When recorded in a difference account, 
such would be recorded short on the stock record. 


Security record breaks resulting from one day “out 
of balance” shall not be netted against another 
day’s “out of balance” work unless research spe- 
cifically discloses that it is the proper resolution of 
particular differences. 


The day of discovery for security record breaks 
should be the day following after any movement in 
a security and may not be updated by transferring 
the break to a suspense or difference account un- 
less related to some other clearly identifiable item 
of suspense or difference item. 


The market value of long security record breaks 
unresolved seven business days after discovery 
should be reported in Column Ill. 


The market value of short security record breaks 
are deductions in the computation of net capital if 
they remain unresolved seven days after discov- 
ery (see Rule 15c3-1(c)(2)(v)), and should be re- 
ported in columns II and IV. 


Unrelated security breaks in the same or other se- 
curities shall not be netted. 


Line 5. Unresolved reconciling differences with 
others—the respondent shall report in column IV 
the total net overall unfavorable aged reconciling 
differences disclosed by reconciliations (lines 
5A-F) when required to be deducted in computing 
net capital. Each broker-dealer having any such 
differences shall maintain a record of the date of 
receipt of the pertinent statement of account or, in 
the absence of such record, shall compute the 
elapsed days (aging) from the date of the state- 
ment. The treatment of differences disclosed by 
reconciliations required under Rule 17a-13 shall 
be governed by the requirements of that Rule. 


Differences which have been resolved but which 
have not yet been appropriately corrected in the 
records shall be so identified on the reconciliations 
and may be considered resolved for purposes of 
computing net capital. Unresolved favorable and 
unfavorable differences with the same carrying 
entity may be netted for purposes of determining 
the deductions in computing net capital. 
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Debit amounts and short values (Column Il) or 
credit amounts and long values (Column Ill) appli- 
cable to a// unresolved reconciling items should be 
reported broad and not netted. Offsetting favora- 
ble and unfavorable differences by the same car- 
rying entity should be reported on line 5 G as a 
(deduction) in Columns II and Ill. 


Line 6. Commodity suspense differences unre- 
solved—Report on this line all unresolved com- 
modity differences or suspense items as a result 
of internal balancing of records, and comparison 
of broker-dealer’s books of accounts with the rec- 
ords of clearing organizations and others. Such 
items would include: 


1. Customer, non-customer, omnibus and proprie- 
tary accounts. 


2. Ledger balances and realized and unrealized 
gains and losses relating to long and short posi- 


tions in spot (cash) commodities, forward con- 
tracts in commodities and futures contracts. 


Report in Column II aggregate total debits, unreal- 
ized losses or short values and in Column III cred- 
its, unrealized gains or long values relating to 
deductions from net capital. The aggregate deduc- 
tion from net capital is reportable in Column IV; 
that is, losses which would be incurred to correct 
unresolved recordkeeping differences, including 
differences with other entities as of the report date 
which have not been resolved, within time frames 
required, for firm, customer, non-customer omni- 
bus, clearing, and contract difference accounts. 


In determining data to be included in the report, 
the following schedule may be used. It should be 
noted that this schedule may not be all-inclusive. 
Other suspense items not included in this sched- 
ule should also be reported on line 6. 


a. Clearing Accounts with Commodity Clearing 


Organizations 


1. Number and amount of unresolved reconciling money 


items 


ae Debits No.: 





b. Credits No.: 





$ 
$ 








Gain or loss in unresolved future contract 
differences after comparison and balancing with 
proprietary and customers' positions and other 


positions 


a. Gain 
b. Loss 


$ 
$ 








b. Clearing Accounts with Commodity Brokers and Dealers 


1. Number and amount of unresolved reconciling money 


items 


ae Debits No. 





b. Credits No. 





$ 
$ 








Gain or loss in unresolved future contract 
differences after comparison and balancing with 
proprietary and customers' positions 


a. Gain 
b. Loss 
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$ 
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Other Gains and Losses in Forward or Futures 
Contracts: 


Unresolved Differences 


a. Debits 
b. Credits 








Warehouse Receipts on hand: 


1. Number of unresolved differences 
2. Market value of unresolved differences 
Long (Short) $ 








Open Transfers and Reorganization Items over 40 Days 
not Confirmed or Verified 








The term "reorganization account" shall include, but 
not be limited to, transactions in the following: 


) "rights" subscriptions 
) warrants exercised 

) stock splits 

) redemptions 
) 
) 
) 


conversions 
exchangeable securities 
spin-offs 


See general comment relative to the verification of transfers 
and reorganization items in connection with Rule 17a-13 
quarterly counts and time frames for considering charges to 
capital. 


Line 8. Total of lines 1 thru 7; the total in column IV 
should be entered here and on line 12 of Part I 
page I. 


This line item may be used, at the option of the 
respondent or as required by the designated 
examining authority, to report items (lines 1-6) 
subsequently resolved up to the filing date of the 
FOCUS Report. 





SECURITIES EXCHANGE ACT OF 1934 (SR-CBOE-80-16) 
Release No. 17535/February 12, 1981 


ORDER APPROVING PROPOSED RULE 
In the Matter of CHANGE 


CHICAGO BOARD OPTIONS EXCHANGE, INC. On June 9, 1980, the Chicago Board Options Ex- 


LaSalle at Jackson change, Inc. (“CBOE”) filed with the Commission, 
Chicago, Illinois 60604 pursuant to Section 19(b)(1) of the Securities Ex- 
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change Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act’) and Rule 19b-4 thereunder, copies of a pro- 
posed rule change which, among other things, 
eliminates supplemental appointments for market 
makers, requires that a certain part of a market 
maker's transactions be executed by that market 
maker personally, and establishes an exchange 
committee which is responsible for evaluating the 
performance of market makers. On July 9, 1980 
the CBOE filed an amendment to the proposed 
rule change excluding certain closing transactions 
from the calculation of transactions required to be 
executed in person by market makers and to re- 
quire the recording of additional information on 
market maker orders. 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by publication of a Commission 
Release (Securities Exchange Act Release No. 
34-16919, June 24, 1980) and by publication in 
the Federal Register (45 FR 43914, June 30, 
1980). Notice of the amendment to the proposed 
rule change and its substance was given ina 
Commission Release (Securities Exchange Act 
Release No. 34-17012, July 25, 1980) and in the 
Federal Register (45 FR 51325, August 1, 1980). 


The Chicago Board of Trade (“CBOT’”) filed a 
comment letter with the Commission concerning 
the proposed rule change. In that letter the CBOT 
argues that the proposed rule change would pre- 
vent its members from exercising their right to 
CBOE membership as provided in the CBOE con- 
stitution by eliminating the ability of CBOT mem- 
bers to trade as options market makers on a part- 
time basis. 


The Commission believes, however, that the pro- 
posed rule change would not unfairly affect the 
membership rights of CBOT members since it 
merely imposes on CBOT members the same obli- 
gations imposed on other CBOE members who 
register as market makers. As a result of compli- 
ance with these obligations, market makers re- 
ceive certain benefits, including preferential credit 
treatment. 


The Commission finds, therefore, that the pro- 
posed rule change is consistent with the require- 
ments of the Act and the rules and regulations 
thereunder applicable to national securities ex- 
changes, and in particular, the requirements of 
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Section 6 and the rules and regulations thereun- 
der. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to deiegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21909/February 6, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6285/February 6, 1981 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21910/February 6, 1981 


In the Matter of 

THE CONNECTICUT AND POWER COMPANY 
Selden Street 

Berlin, Connecticut 06037 

THE HARTFORD ELECTRIC LIGHT COMPANY 
Selden Street 


Berlin, Connecticut 06037 


(70-6546) 
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NOTICE OF PROPOSAL TO ISSUE NOTES TO 
BANKS PURSUANT TO MULTIBANK TERM 
LOAN AGREEMENTS 


NOTICE IS HEREBY GIVEN that The Connecticut 
Light and Power Company (‘‘CL&P’’) and The 
Hartford Electric Light Company (“HELCO”), pub- 
lic utility subsidiaries of Northeast Utilities (“NU”), 
a registered holding company, have filed an 
application-declaration and an amendment thereto 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (‘Act’), designating 
Sections 6 and 7 of the Act and Rule 50(a)(2) pro- 
mulgated thereunder as applicable to the pro- 
posed transaction. All interested persons are 
referred to the application-declaration, which is 
summarized below, for a complete statement of 
the proposed transaction. 


CL&P and HELCO propose to enter into a multi- 
bank term loan agreement under the terms of 
which CL&P may borrow up to $125 million and 
HELCO may borrow up to $50 million. The maxi- 
mum to be borrowed by CL&P and HELCO will be 
$150 million in the aggregate. 


CL&P and HELCO expect that it may be difficult 
for each of them to sell a large amount of mort- 
gage bonds or preferred stock in the immediate fu- 
ture on favorable terms in light of market condi- 
tions and the earnings coverage requirements of 
their respective indentures and preferred stock 
provisions. Each company would like to defer a 
portion of its long-term financing requirements un- 
til May 1986, the expected in-service date of the 
Millstone nuclear electric generating Unit No. 3 un- 
der construction in Waterford, Connecticut in 
which CL&P and HELCO currently have 34.5% 
and 18.2% ownership interests, respectively. In 
addition, applicants currently have high levels of 
short-term debt, primarily because of trie construc- 
tion costs of Millstone Unit No. 3, which they de- 
sire to reduce to the extent authorized by interme- 
diate term loans. 


It is expected that the term loans will be evidenced 
by term notes, which will each be dated the date of 
issue, will mature at the end of ten years, with 
amortization of the principal amount to be made in 
four equal installments of principal at the end of 
the seventh, eighth, ninth, and tenth years, and 
will be secured by a mortgage on the applicant’s 
interest in Millstone Unit No. 1, a nuclear 
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generating unit which is owned by CL&P, HELCO 
and Western Massachusetts Electric Company 
(another wholly-owned subsidiary of NU) as ten- 
ants in common. The mortgage will be junior to the 
present lien of the indentures securing the appli- 
cants’ first mortgage bonds. The term notes will 
bear interest payable quarterly. For the first four 
years, interest will be at the Prime Rate (defined 
below) or, at the applicants’ election, at the 
London Interbank Offered Rate (LIBOR) plus ¥2 of 
1% per annum; in the fifth and six years, interest 
will be at 102% of the Prime Rate, or, at the appli- 
cants’ election, LIBOR plus % of 1% per annum; 
and in the seventh through tenth years, interest 
will be at 105% of the prime Rate, or, at the appli- 
cants’ election, LIBOR plus % of 1% per annum. 
For these purposes, the Prime Rate means the 
lead bank’s prime rate or % of 1% per annum 
above the latest three-week moving average of 
secondary market morning offering rates in the 
United States for three-month certificates of de- 
posit of major United States money market banks, 
as reported by the Federal Reserve Bank of New 
York. The notes are expected to be issued in the 
first quarter of 1981. The applicants will be obli- 
gated to pay commitment fees of 2 of 1% per an- 
num on their pro rata share of the maximum $150 
million subject to the term loan agreement if funds 
have not been disbursed by March 15, 1981. It is 
expected that the lenders will be a group of ap- 
proximately nine banks. 


The funds to be derived by the applicants from the 
issuance and sale of the term notes will be ap- 
plied, together with other funds available, to the 
reduction of the applicants’ respective outstanding 
short-term borrowings. At December 31, 1980, 
including borrowings under the Revolving Cred- 
it/Term Loan Agreement to which CL&P and 
HELCO are parties, CL&P’s short-term borrowings 
amounted to $148,000,000 and HELCO’s short- 
term borrowings amounted to $74,000,000. 
CL&P’s estimated construction program expendi- 
tures (including allowance for funds used during 
construction (AFUDC) but excluding nuclear fuel 
expenditures) for 1981 and 1982 are estimated at 
$175,000,000 and $199,000,000, respectively. 
CL&P’s estimated gross nuclear fuel expenditures 
(including fuel trust financing) for 1981 and 1982 
are estimated to be $11,000,000 and $8,000,000 
respectively. HELCO’s estimated construction pro- 
gram expenditures (including AFUDC but exclud- 
ing nuclear fuel expenditures) for 1981 and 1982 
are estimated at $77,000,000 and $109,000,000, 
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respectively. HELCO’s estimated gross nuclear 
fuel expenditures (including fuel trust financing) for 
1981 and 1982 are estimated to be $4,000,000 
and $3,000,000 respectively. 


A statement of the fees, commissions, and ex- 
penses to be incurred by CL&P and HELCO in 
connection with the proposed transaction will be 
filed by amendment. The Connecticut Department 
of Public Utility Control has jurisdiction over the is- 
suance of the term notes by CL&P and HELCO. It 
is stated that no other state or federal commission, 
other than this Commission has jurisdiction over 
the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 2, 1981, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request should be served person- 
ally or by mail upon the applicant-declarant at the 
above stated address, and proof of service (by af- 
fidavit or, in case of an attorney at law by certifi- 
cate) should be filed with the request. At any time 
after said date, the application-declaration as 
amended or as it may be further amended, may be 
granted and permitted to become effective as pro- 
vided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commis- 
sion may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Per- 
sons who request a hearing or advice as to wheth- 
er a hearing is ordered will receive any notices or 
orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 21911/February 6, 1981° 
In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
225 Baronne Street 
New Orleans, Louisiana 70112 


ARKANSAS POWER & LIGHT COMPANY 
Post Office Box 551 
Little Rock, Arkansas 72203 


(70-6552) 


NOTICE OF PROPOSED ISSUANCE AND SALE 
OF COMMON STOCK BY ELECTRIC UTILITY 
SUBSIDIARY AND ACQUISITION THEREOF BY 
HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that Middle South 
Utilities, Inc. (“Middle South’), a registered hold- 
ing company, and Arkansas Power & Light Com- 
pany (“Arkansas”), an electric utility subsidiary of 
Middle South, have filed an application with this 
Commission pursuant to Sections 6(b), 9(a), and 
10 of the Public Utility Holding Company Act of 
1935 (‘Act’) regarding the following proposed 
transactions. All interested persons are referred to 
the application, which is summarized below, for a 
complete statement of the proposed transactions. 


Arkansas proposes to issue and sell to Middle 
South, and Middle South proposes to acquire from 
Arkansas, from time to time during the 1981 calen- 
dar year, at the price of $12.50 per share, or 
$15,000,000 in the aggregate, 1,200,000 presently 
authorized but unissued shares of the common 
stock of Arkansas, $12.50 par value. Arkansas 
presently has outstanding 38,980,196 shares of 
common stock, $12.50 par value, all of which 
shares are owned by Middle South, with an aggre- 
gate par value on its books of $487,252,450. 
Arkansas and Middle South state that the sale of 
the new common stock will be timed to coincide 
with Arkansas’ cash needs from time to time, 
which are primarily determined by the nature and 
pace of its construction program. 


Upon issuance and sale by Arkansas and the ac- 


quisition by Middle South of the new common 
stock, Arkansas proposes to credit its Common 
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Stock Capital Account with the amount 
($15,000,000) received by it for the new common 
stock, and Middle South proposes to debit its In- 
vestment Account with the amount ($15,000,000) 
of its cash investment. To the extent funds are re- 
quired from external sources to acquire the new 
common stock, Middle South will obtain such 
funds through the issuance and sale of its unse- 
cured short-term promissory notes to banks. 


Arkansas proposed to use the net proceeds de- 
rived from the issuance and sale of the new com- 
mon stock for the payment of short-term indebted- 
ness incurred or estimated to be incurred and for 
financing Arkansas’ construction expenditures, es- 
timated to be $308,100,000 for the year 1981. 


The fees and expenses to be incurred in connec- 
tion with the proposed transactions are estimated 
not to exceed $5,000. It is stated that Arkansas 
Public Service Commission, the Tennessee Public 
Service Commission, and the Missouri Public 
Service Commission have jurisdiction over the 
proposed issuance and sale of common stock and 
that no other state or federal regulatory authority, 
other than this Commission, has jurisdiction over 
the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 10, 1981, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the rea- 
sons for such request, and the issues of fact or 
law raised by the filing which he desires to contro- 
vert; or he may request that he be notified if the 
Commission should order a heaing thereon. Any 
such request should be addressed: Secretary, Se- 
curities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be 
served personally or by mail upon the applicants 
at the above-stated addresses, and proof of serv- 
ice (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At 
any time after said date, the application, as filed or 
as it may be amended, may be granted as pro- 
vided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commis- 
sion may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Per- 
sons who request a hearing or advice as to wheth- 
er a hearing is ordered will receive any notices or 
orders issued in this matter, including the date of 
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the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY COMPANY ACT OF 1935 
Release No. 21912/February 6, 1981 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


(70-6545) 


NOTICE OF PROPOSED EXTENSION AND 
AMENDMENT OF LEASE AND CREDIT AGREE- 
MENT 


NOTICE IS HEREBY GIVEN that Louisiana Power 
and Light Company (‘Louisiana’), a wholly-owned 
subsidiary of Middle South Utilities, Inc., a regis- 
tered holding company, has filed an application, 
and an amendment thereto, with this Commission 
pursuant to the Public Utility Holding Company Act 
of 1935 (‘Act’) designating Sections 9(a) and 10 
as applicable to the proposed transactions. All in- 
terested persons are referred to the application, 
which is summarized below, for a complete state- 
ment of the proposed transactions. 


Louisiana was authorized by an order of this Com- 
mission dated May 31, 1978 (HCAR No. 20564), 
to enter into a lease with Bayou Fuel Company 
(“Bayou”), dated June 1, 1978. Under the lease 
Louisiana leases from Bayou the nuclear fuel, 
including facilities incident to its use, to be used as 
fuel in Louisiana’s Waterford No. 3 nuclear 
generating unit. Bayou makes payments to suppli- 
ers, processors and manufacturers, as well as to 
future nuclear fuel suppliers, necessary to carry 
out the terms of Louisiana’s nuclear fuel contracts 
for Waterford No. 3. Louisiana can also make such 
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payments and be reimbursed by Bayou. The cur- 
rent maximum obligation of Bayou to make pay- 
ments for nuclear fuel is $59,000,000 at any one 
time oustanding. Bayou has financed these obliga- 
tions under a Credit Agreement, dated as of June 
1, 1978, between Bayou and Security Pacific Na- 
tional Bank (“Security”). 


Bayou is owned by Lehman Leasing, Inc. 
(“Lehman Leasing’), a New York corporation en- 
gaged with its other subsidiaries in a general leas- 
ing business. Lehman Leasing is an affiliate of 
Lehman Brothers Kuhn Loeb Incorporated, an in- 
vestment banking firm. Neither Lehman Leasing, 
its subsidiaries, Bayou, Lehman Brothers Kuhn 
Loeb Incorporated nor any persons affiliated with 
any of them are affiliated with Louisiana or any of 
its affiliated companies. 


Louisiana has determined that the maximum com- 
mitment of Bayou under the lease is insufficient to 
provide for the total cost of nuclear fuel for 
Waterford No. 3. Bayou, however, has advised 
Louisiana that it is willing to amend the credit 
agreement to provide for an increase of the bank’s 
commitment under said agreement from 
$60,000,000 to $105,000,000 and thereby in- 
crease Bayou’s maximum obligation to make pay- 
ments for nuclear fuel to $104,000,000 at any one 
time outstanding. As required by the lease, 
Louisiana would consent to the amendment to the 
credit agreement. 


Under the lease Louisiana is responsible for 
operating, maintaining, repairing, replacing, and 
insuring the nuclear fuel and for paying all taxes 
and costs arising out of the ownership, posses- 
sion, or use thereof. Currently, the term of the 
lease is through June 1, 2028. However, if either 
party gives written notice of termination by June 1, 
1981, or any subsequent June 1, the lease will ter- 
minate on June 1 of the third following year. 


Lease payments, which are payable quarterly, in- 
clude (A) a quarterly lease charge, which repre- 
sents an administrative charge of Ye of 1% per an- 
num of the stipulated loss value, as defined in the 
lease, payable by Bayou to Lehman Leasing under 
an agreement and other allocated operational 
costs of Bayou and (B) a burn-up charge equal to 
the cost of the nuclear fuel consumed while the 
nuclear fuel is in the reactor and producing heat. 
When the nuclear fuel is not in the reactor and 
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producing heat Louisiana may elect to capitalize 
quarterly lease charges, or daily portions thereof, 
so long as the amount of credit still available to 
Bayou under the credit agreement exceeds the 
sum of the stipulated loss value of the nuclear 
fuel, the amount of such charges and $1 
Louisiana may consequently, subject to the fore- 
going limitation, defer rental payments until those 
times during commercial operation when nuclear 
fuei is in the reactor and producing heat in the pro- 
duction of electric energy. 


Louisiana may terminate the lease at any time. 
Bayou may terminate the lease under certain cir- 
cumstances, including, among others, if it be- 
comes subject to certain adverse rules, regula- 
tions or declarations with respect to its status or 
the conduct of its business, if there is a nuclear in- 
cident of sufficient magnitude, and by notice of a 
desire not to renew the lease by June 1, 1981 or 
any subsequent June 1, followed by the lapse of 
the remaining three-year term. Upon the occur- 
rance of any such event of termination, title to the 
nuclear fuel automatically transfers to Louisiana. 
Within 120 days, but not less than 90 days after 
notice of termination, Louisiana will be uncondi- 
tionally obligated to purchase the nuclear fuel from 
Bayou at a purchase price equal to the sum of the 
stipulated loss value of the nuclear fuel plus the 
termination rent, as defined in the lease, both 
computed as of the day of purchase. Upon con- 
summation of such purchase, all obligations of 
Louisiana under the lease will terminate, except to 
the extent provided therein. 


Bayou will receive termination rights upon the oc- 
currence of certain events of default. Upon the oc- 
currence of an event of default, Bayou may (a) 
treat the event of default as an event of termina- 
tion with the results specified in the preceding par- 
agraph and proceed at law or in equity for enforce- 
ment of the applicable provisions of the lease or 
for damages, or (b) it may terminate the lease. If 
Bayou terminates the lease as a result of the 
occurence of an event of default, Louisiana’s inter- 
est in the nuclear fuel will terminate and Bayou 
may take possession of the nuclear fuel and sell it. 
In the event of such a termination, Bayou may re- 
cover from Louisiana damages and expenses re- 
sulting from the breach of the lease, all accrued 
and unpaid amounts owed to it by Louisiana, and 
liquidated damages. 


SEC DOCKET/1771 





Louisiana will charge the rent under the lease to 
fuel expense and will continue to account for the 
transaction as a lease rather than as a purchase. 


Under the terms of the lease the amount of the 
quarterly lease payments by Louisiana are meas- 
ured by, among other things, the amount of costs 
incurred by Bayou, in connection with its acquisi- 
tion, ownership and processing of the nuclear fuel, 
under the credit agreement, as amended by the 
amended credit agreement. 


Under the credit agreement, Bayou issues and 
sells its commercial paper, supported by an irrevo- 
cable letter of credit issued by Security. Bayou 
proposes io continue to use Lehman Commercial 
Paper, Inc. (LCPI) as dealer in connection with the 
sale of the commercial paper. Such sale is ex- 
pected to be at the best available rate and will in- 
clude a Ye of 1% per annum dealer discount. 


Based upon a commercial paper rate for the 
highest rated commercial paper of 17.5% per an- 
num, the effective interest cost to Bayou of its pro- 
posed borrowings would be 19.40% per annum, 
assuming all borrowings were made through the 
issuance of commercial paper and total borrow- 
ings were $91 million (the average outstanding 
borrowings expected from January 1981 through 
March 1983). 


Marine Midland Bank, under a Depositary Agree- 
ment, dated as of June 1, 1978, acts as issuing 
agent for Bayou’s commercial paper. Under the 
credit agreement, Bayou can also under certain 
circumstances make revolving credit borrowings to 
be evidenced by its promissory notes. The term of 
the credit agreement will be through June 1, 2028; 
however, if any party gives written notice of termi- 
nation by June 1, 1981, or any subsequent June 1, 
the credit agreement shall terminate on June 1 of 
the third following year. 


Under the amended credit agreement, Bayou will 
pay the bank a quarterly fee of eight-tenths of one 
percent (.80%) per annum (computed on the basis 
of 365 of 366-day year, as the case may be) on 
the average principal amount outstanding of Bay- 
ou’s commercial paper (determined on a daily ba- 
sis). Under the amended credit agreement, Bayou 
would pay the bank a commitment fee at a rate per 
annum (based on a 365 or 366-day year and actu- 
al days elapsed) of % of 1% of the difference be- 
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tween Security’s commitment of $105,000,000 and 
the total principal amount of outstanding commer- 
cial paper, except that no commitment fee is paid 
when the amount of outstanding commercial paper 
exceeds $78,750,000 (75% of the bank’s commit- 
ment under the credit agreement). 


Promissory notes issued to evidence revolving 
credit loans to Bayou would bear interest (com- 
puted on the basis of a 365 or 366-day year, as 
the case may be) on the unpaid principal amount 
thereof at an interest rate equal to 115% of the 
base rate (determined weekly). The base rate 
would be the greater of: (1) the bank’s prime rate 
for 90-day commercial loans to substantial and re- 
sponsible commercial borrowers, as such rate 
may change from time to time, or (b) the latest 
4-week moving average interest rate payable on 
90-day dealer-placed commercial paper as pub- 
lished weekly by the Federal Reserve Bank of 
New York. 


Louisiana has been advised that (1) if all borrow- 
ings were made by means of revolving credit loans 
the interest on which were based on the bank’s 
prime rate, such interest rate were 20% per an- 
num and total borrowings were $91 million, the net 
effective interest cost to Bayou would be 23.12% 
per annum and (2) if all borrowings were made by 
means of revolving credit loans the interest on 
which were based on the latest 4-week moving av- 
erage interest rate payable on 90-day dealer- 
placed commercial paper, such rate were 16.81% 
per annum and total borrowings were $91 million, 
the net effective interest cost to Bayou would be 
19.46% per annum. 


The aggregate amount of Bayou’s promissory 
notes and commercial paper at any time outstand- 
ing will not exceed the commitment of Security un- 
der the credit agreement. 


Under the present credit agreement, Security has 
granted participation in the loan arrangements evi- 
denced by the credit agreement to other commer- 
cial banks. Security has also received an assign- 
ment of the rents and certain other obligations 
under the lease under an assignment agreement, 
dated June 1, 1978, as security for Security’s 
letter of credit and its loans under the credit agree- 
ment. Security has also received a security inter- 
est in the nuclear fuel under a Security Agree- 
ment, dated as of June 1, 1978. Bayou has 
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advised Louisiana that it proposes to enter into a 
commercial paper security agreement with Securi- 
ty, whereby Bayou will grant to Security, as repre- 
sentative of the holders of the commercial paper, a 
security interest in the nuclear fuel and in any and 
all funds and bank accounts of Bayou with respect 
to which Security may exercise any right of set-off 
as representative of the holders of the commercial 
paper, the bank will also receive an assignment of 
the rights assigned to it for its own benefit in the 
assignment agreement. Security will exercise (1) 
the security interest in the nuclear fuel and its in- 
terest in Bayou’s rights under the lease, granted to 
the bank for the benefit of the holders of the com- 
mercial paper and (2) such interests granted to the 
bank for its own benefit, for the equal benefit of 
Security and the commercial paper holders. 
Louisiana will acknowledge notice, and agree to 
the terms, of the assignments. 


It is stated that prior to the consummation of the 
proposed transactions full disclosure of the trans- 
actions must be made to the Louisiana Public 
Service Commission (LPSC) and receive prior offi- 
cial action of approval or non-opposition from 
LPSC. The Nuclear Regulatory Commission has 
licensing and regulatory jurisdiction over the own- 
ership, possession, storage and handling of the 
nuclear fuel involved in the transaction. It is stated 
that no other state or federal commission, other 
than this Commission, has jurisdiction over the 
proposed transaction. 


A statement of the fees and expenses incurred in 
connection with the proposed transactions will be 
provided by amendment. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 2, 1981, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said application, as amended, which he desires 
to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request should be 
served personally or by mail upon the applicants 
at the above-stated addresses, and proof of serv- 
ice (by affidavit or, in the case of an attorney at 
law, by certificate) should be filed with the request. 
At any time after said date, the application, as 
amended or as it may be further amended, may be 
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granted as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21913/February 9, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6288/February 9, 1981 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21914/February 9, 1981 


In the Matter of 

INDIANA & MICHIGAN ELECTRIC COMPANY 
2101 Spy Run Avenue 

Fort Wayne, Indiana 46801 

(70-6540) 


NOTICE OF PROPOSED ISSUANCE AND SALE 
OF FIRST MORTGAGE BONDS AT COMPETI- 
TIVE BIDDING 


NOTICE IS HEREBY GIVEN that Indiana & 
Michigan Electric Company (“l&M’”), an electric 
utility subsidiary of American Electric Power Com- 
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pany, Inc. (“AEP”), a registered holding company, 
has filed an application and an amendment thereto 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (‘Act’), designating 
Section 6(b) and Rule 50 promulgated thereunder 
as applicable to the proposed transactions. All in- 
terested persons are referred to the application, as 
amended, which is summarized below, for a com- 
plete statement of the proposed transactions. 


1&M proposes to issue and sell up to 
$120,000,000 aggregate principal amount of its 
first mortgage bonds, in one or more new series, 
having a maturity of not less than 5 years and not 
more than 30 years. The interest rate on bonds 
(which will be expressed in a multiple of %e of 1%) 
and the price to be paid to the company for the 
bonds (which shall not be less than 100% of the 
principal amount, unless the company shall au- 
thorize a lower percentage not less than 99%, and 
shall not exceed 10234%) will be determined by 
competitive bidding. The bonds will be issued un- 
der |&M’s Mortgage and Deed of Trust, dated as of 
June 1, 1939 to Irving Trust Company and 
Frederick G. Herbst (D.W. May, successor Individ- 
ual Trustee), as Trustees, as supplemented and 
as proposed to be further supplemented by an In- 
denture Supplemental (“Supplemental Indenture’) 
dated March 1, 1981. It is expected that the terms 
of the bonds will preclude 1&M from redeeming 
any such bonds prior to a date five years subse- 
quent to the first day of the month in which the 
bonds are first authenticated and delivered, if such 
redemption is for the purpose of refunding such 
bonds through the use, directly or indirectly, of 
borrowed funds at an effective interest cost less 
than the effective interest cost to 1&M of such 
bonds. It is expected that the successful bidders 
for the bonds will make a public offering of the 
same. 


It is difficult to determine, under present market 
conditions, whether it would be more advanta- 
geous to 1&M to sell bonds with a 30-year or some 
shorter maturity. To afford 1&M the necessary flex- 
ibility to adjust its financing program to develop- 
ments in the markets for long-term debt securities 
when and as they occur, I&M will decide at a later 
time, prior to the submission of bids for the bonds, 
on the maturity of the bonds. I&M will notify pro- 
spective bidders of its decision reasonably in ad- 
vance of, but not less than 72 hours prior to, the 
bidding. 
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|&M proposes to publish its invitation for bids for 
the bonds on or about March 10, 1981, and to 
have bids submitted on or as soon after March 18, 
1981 as bond market conditions make appropri- 
ate. The issuance of the bonds will be effected in 
compliance with l&M’s applicable indenture, char- 
ter and other standards relating to such securities 
and capitalization ratios. 


lf market conditions should not be propitious for 
the sale of the bonds on a competitive bidding ba- 
sis, 1&M proposes, subject to further authorization 
by the Commission, either to place the bonds pri- 
vately with institutional investors or to negotiate 
with underwriters for the sale of the bonds with the 
interest rate and price to be determined by negoti- 
ation. 


The proposed sale of bonds is part of an overall 
financing program of I&M. Under this program 
AEP will make capita! contributions in an aggre- 
gate amount of up to $40,000,000 between Janu- 
ary 1, 1981 and June 30, 1981 as previously au- 
thorized by this Commission’s order dated 
December 9, 1980 (HCAR No. 21832). Further- 
more, in accordance with authority granted by a 
Commission order dated June 13, 1980 (HCAR 
No. 21623), |&M expects to issue up to 
$100,000,000 aggregate principal amount of 
unsecured loans under such a revolving credit 
agreement from time to time prior to June 30, 
1983. Such notes may be issued in lieu of bonds 
and be subsequently repaid from bond proceeds 
as bond market conditions warrant. 


Proceeds from bond sales, cash capital contribu- 
tions and other sources, to the extent not used to 
repay notes under the revolving credit agreement, 
will be used to eliminate 1&M’s unsecured short- 
term indebtedness and for other corporate pur- 
poses. As of December 11, 1980, 1&M had approx- 
imately $139,125,000 principal amount of 
outstanding unsecured short-term debt in the form 
of bank notes and commercial paper. 


A statement of fees and expenses incurred in con- 
nection with the proposed transactions will be pro- 
vided by amendment. 


It is stated that the Public Service Commission of 
Indiana and the Michigan Public Service Commis- 
sion have jurisdiction over the proposed transac- 
tion. It is stated that no other state or federal com- 
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mission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 4, 1981, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said application, as amended, which he desires 
to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request should be 
served personally or by mail upon the applicant at 
the above-stated address, and proof of service (by 
affidavit or, in the case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as amended 
or as it may be further amended, may be granted 
as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Per- 
sons who request a hearing or advice as to wheth- 
er a hearing is ordered will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21915/February 12, 1981 


In the Matter of 


MIDDLE SOUTH SERVICES, INC. 
MIDDLE SOUTH UTILITIES, INC. 
225 Baronne Street 

New Orleans, Louisiana 70112 


(70-6551) 
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NOTICE OF PROPOSED GUARANTEE BY 
HOLDING COMPANY OF SUBSIDIARY SERVICE 
COMPANY’S PERFORMANCE UNDER COM- 
PUTER LEASING AGREEMENT 


NOTICE IS HEREBY GIVEN that Middle South 
Utilities, Inc. (“Middle South’), a registered hoid- 
ing company, and Middle South Services, Inc. 
(“Services”), a subsidiary service company of 
Middle South, have filed a declaration and an 
amendment thereto with this Commission pursu- 
ant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Section 12(b) of the Act 
and Rule 45 promulgated thereunder as applicable 
to the proposed transaction. All interested persons 
are referred to the declaration, which is summa- 
rized below, for a complete statement of the pro- 
posed transaction. 


Services intends to enter into computer equipment 
leasing arrangements with Comdisco, Inc. 
(“Comdisco’”), a nonaffiliated Delaware corpora- 
tion, with respect to two IBM 3033 computer sys- 
tems and related equipment currently being oper- 
ated by Services at its data-processing computer 
center in Gretna, Louisiana. In order to effectuate 
these transactions, Middle South proposes to 
guarantee the performance by Services of its 
lease obligations without recourse to Services first 
being required. 


Services is currently utilizing two IBM 3033 com- 
puter systems and related equipment under leas- 
ing arrangements between itself and International 
Business Machines Corporation (“IBM”). Services 
plans to purchase from IBM the two IBM 3033 
computer systems and related equipment, togeth- 
er with certain additional model upgrading in re- 
spect to one of the two computer systems, at the 
IBM purchase option accrual prices provided for in 
the related IBM lease documents (estimated to be 
approximately $2,107,964 and $2,158,045, re- 
spectively), and, immediately thereafter, to sell the 
two computer systems, related equipment, and 
model upgrading (‘‘Computer Systems’’) to 
Comdisco at Services’ cost thereof. 


Concurrently with the purchase by Comdisco from 
Services of the Computer Systems, Comdisco will 
lease the Computer System to Services for a term 
of not less than 48 months. The leasing arrange- 
ments with Comdisco will be covered by a Master 
Lease Agreement, dated as of May 9, 1980, be- 
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tween Comdisco and Services, and separate 
Equipment Schedules attached thereto setting 
forth separate rental terms and other provisions in 
respect of each Computer System (said Master 
Lease Agreement, insofar as it relates to the two 
Computer Systems, and said Equipment Sched- 
ules being hereinafter together referred to as the 
“Leases’’). 


The Leases will be net leases conferring responsi- 
bility for operation, maintenance, insurance, and 
other expenses upon Services. Services will be 
obligated to maintain the Computer Systems in 
good working condition, normal wear and tear ex- 
cepted. The Leases will be noncancellable during 
the initial 48-month terms thereof except in the 
event of: (a) irreparable damage, loss, or destruc- 
tion of the Computer Systems or (b) default by 
Services thereunder. 


Rental payments during the initial 48-month terms 
of the Leases will be made by Services in monthly 
installments in the estimated amounts of $60,697 
and $56.925, respectively. Services intends to 
charge iiie payments under the Leases to oper- 
ating expense. The rental payments are such that 
Services will not acquire any equity in the Comput- 
er System and, consequently, the Leases will be 
accounted for by Services as leases. 


Based upon the above monthly charges, Services 
estimates that the Comdisco Leases will result in 
savings to it, when compared with the current IBM 
leasing arrangements, of between $61,194 and 
$89,380 per month, or an aggregate savings over 
a term of 48 months of between $2,937,312 and 
$3,387,529. 


The fees and expenses to be incurred in connec- 
tion with the proposed transaction are to be filed 
by amendment. It is stated that no state commis- 
sion and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 12, 1981, re- 
quest in writing that a hearing be held on such 
matter, stating the nature of his interest, the rea- 
sons for such request, and the issues of fact or 
law raised by the filing which he desires to contro- 
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vert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Se- 
curities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be 
served personally or by mail upon the declarants 
at the above-stated address, and proof of service 
(by affidavit or, in the case of an attorney at law, 
by certificate) should be filed with the request. At 
any time after said date, the declaration, as 
amended or as it may be further amended, may be 
permitted to become effective as provided in Rule 
23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is or- 
dered will receive any notices or orders issued in 
this matter, including the date of the hearing (if or- 
dered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 610/February 9, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6288/February 9, 1981 
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INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11610/February 6, i98% 


SEE 


SECURITIES ACT OF 1933 
Release No. 6285/February 6, 1981 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11611/February 6, 1981 


In the Matter of 


TRUST FUND SPONSORED BY AMERICAN 
COLLEGE FOUNDATION, INC. 

33 Giraloa Avenue 

Coral Gables, Florida 33134 


(811-1578) 


NOTICE OF PROPOSAL TO TERMINATE REG- 
ISTRATION PURSUANT TO SECTION 8(f) OF 
THE INVESTMENT COMPANY ACT OF 1940. 


NOTICE IS HEREBY GIVEN that the Commission 
proposes, pursuant to Section 8(f) of the Invest- 
ment Company Act of 1910 (‘Act’), to declare by 
order on its own motion that Trust Fund Spon- 
sored by American College Foundation, Inc. 
(“Fund”), registered under the Act has an open- 
end, non-diversified, management investment 
company, has ceased to be an investment compa- 
ny as defined in the Act. 


Information contained in the files of the Commis- 
sion indicates that the Fund was organized on 
April 25, 1966, under the laws of the State of 
Florida, and that on December 26, 1967, the Fund 
registered as an investment company under the 
Act. It did not file a registration statement under 
the Securities Act of 1933. Due to certain prob- 
lems which developed in the management and ad- 
ministration of the Fund, the Department of Insur- 
ance of the State of Florida took action to have the 
Fund liquidated. A proceeding entitled State of 
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Florida, ex rel. The Department of Insurance (Re- 
lator) v. American College Foundation, Inc. (Re- 
spondent), was filed in the Circuit Court, Second 
Judicial Circuit for Leon County, Florida, Civil Ac- 
tion No. 77-829. That Court issued an order on 
May 3, 1977, appointing the Fiorida Depariment of 
insurance as Receiver of the Fund’s property and 
affairs for the purpose of supervising the liquida- 
tion of the Fund. On January 28, 1980, the Court 
issued an Order of Final Distribution causing the 
Fund to be liquidated and its assets to be distrib- 
uted to participating Fund members, after payment 
of all accrued liabilities of the Fund. Unclaimed 
distributions in the amount of approximately 
$25,000 were transferred to the State of Florida’s 
Abandoned Property Account. The Division of Re- 
habilitation and Liquidation of the State of Florida, 
by letter dated August 15, 1980, advised the Com- 
mission that the Order of Final Distribution was im- 
plemented on January 28, 1980. On December 12, 
1980, the Court issued an Order of Final Dis- 
charge and Approval of Final Accounting, effective 
December 31, 1980, and therefore it can be said 
that the Fund has ceased to exist. The Fund has 
no assets or liabilities currently outstanding. 


Section 8(f) of the Act provides, in pertinent part, 
that whenever the Commission, on its own motion 
or upon application, finds that a registered invest- 
ment company has ceased to be an investment 
company it shall so declare by order, which may 
be made upon appropriate conditions if necessary 
for the protection of investors, and upon the taking 
effect of such order, the registration of such com- 
pany shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 2, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on this matter accompanied by 
a statement as to the nature of his interest, the 
reasons for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon the Fund at the address stated 
above. Proof of such service (by affidavit or, in the 
case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
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this matter will be issued as of course following 
said date, unless the Commission thereafter or- 
ders a hearing upon request, or upon the Commis- 
sion’s own motion. Persons who request a hear- 
ing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if or- 
dered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11612/February 9, 1981 


See 


SECURITIES ACT OF 1933 
Release No. 6288/February 9, 1981 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11613/February 9, 1981 


In the Matter of 


FINANCE FOR INDUSTRY LIMITED 
and 

FFI (UK FINANCE) LIMITED 

% Charles J. Johnson, Jr., Esq. 
Brown, Wood, Ivey, Mitchell & Petty 
1 Liberty Plaza 

New York, New York 10006 


(812-4746) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICATIONS FROM ALL 
PROVISIONS OF THE ACT 


Finance for Industry Limited (‘FFI’) and FFI (UK 
Finance) Limited, the wholly-owned, principal 


1778/SEC DOCKET 


asset-holding and operating subsidiary of FFI (col- 
lectively, Applicants’), filed an application on Oc- 
tober 10, 1980, and amendments thereto on No- 
vember 12, 1980, and December 12, 1980, for an 
order of the Commission pursuant to Section 6(c) 
of the Investment Company Act of 1940 (‘Act’) 
conditionally exempting Applicants from all provi- 
sions of the Act. 


On January 9, 1981, a notice was issued (Invest- 
ment Company Act Release No. 11543) of the fil- 
ing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found 
that the granting of the requested exemption is ap- 
propriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT |S ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from all pro- 
visions of the Act is granted, effective forthwith, 
subject to the condition that Applicants comply 
with their undertakings that: (1) the commercial 
paper notes (‘Notes’) will not be advertised or 
otherwise offered for sale to the general public; (2) 
Applicants will ensure that each offeree of the 
Notes will be provided, prior to the sale of any 
Note to such offeree, with a memorandum describ- 
ing Applicants’ business and including the most 
recent publicly available fiscal year end balance 
sheet and income statement of Applicants audited 
by British auditors; the memorandum will describe 
the material differences between applicable British 
and United States generally accepted accounting 
princples; the memorandum will be at least as 
comprehensive as those customarily used in com- 
mercial paper offerings in the United States and 
will be updated promptly to reflect material 
changes in Applicants’ business or financial condi- 
tion; and (3) in any future offerings of Applicants’ 
securities in the United States, which will be limit- 
ed to debt securities, each offeree will be provided 
a memorandum that is at least as comprehensive 
as those used in the proposed offering. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11614/February 9, 1981 


in the Matter of 


BENEFICIAL NATIONAL LIFE INSURANCE 
COMPANY 


and 


THE DREYFUS RAINBOW ANNUITY VARIABLE 
ACCOUNT A 

Two Park Avenue 

New York, N.Y. 10016 


and 


CASH RESERVE MANAGEMENT, INC. 
One Boston Place 
Boston, Massachusetts 02108 


(812-4720) 


ORDER PURSUANT TO SECTION 11 OF THE 
ACT AMENDING PRIOR ORDER APPROVING 
CERTAIN OFFERS OF EXCHANGE 


Beneficial National Life Insurance Company (the 
“Company’”), a stock life insurance company in- 
corporated under the laws of the State of New 
York, the Dreyfus Rainbow Annuity Variable Ac- 
count A (the “Variable Account’), a separate ac- 
count of the Company registered as a unit invest- 
ment trust under the Investment Company Act of 
1940 (the “Act’’), and Cash Reserve Management, 
Inc. (“Management”), a Maryland corporation reg- 
istered as an open-end, diversified, management 
investment company under the Act (hereinafter 
collectively referred to as “Applicants’’) filed an 
application on August 18, 1980 requesting an or- 
der of the Commission amending a prior order of 
the Commission dated May 19, 1980 (Investment 
Company Act Release No. 11173) to exempt ap- 
plicants from the provisions of Section 11(c) of the 
Act to the extent necessary to permit Applicants to 
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offer shareholders of Management the option to 
exchange their shares for variable annuity con- 
tracts offered by the Company. 


On December 2, 1980, a notice was issued (In- 
vestment Company Act Release No. 11469) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found 
that the granting of the requested order is appro- 
priate in the public interest, and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the 
Act, that the requested order amending a prior or- 
der approving certain offers of exchange be, and 
hereby is granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11615/February 10, 1981 


In the Matter of 

COLONIAL MONEY MARKET TRUST 

75 Federal Street 

Boston, Massachusetts 02110 

(812-4631) 

ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICANT FROM THE PRO- 
VISIONS OF SECTION 2(a)(41) OF THE ACT 
AND RULES 2a-4 AND 22c-1 THEREUNDER 


Colonial Money Market Trust (‘Applicant’), regis- 
tered under the Investment Company Act of 1940 
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(‘Act’) as an open-end, diversified, management 
investment company, filed an application on March 
17, 1980, and amendments thereto on December 
8, 1980, and January 5, 1981, requesting an or- 
der, pursuant to Section 6(c) of the Act, exempting 
“Applicant from ine provisions of Section 2(a)(41) 
of the Act and Rules 2a-4 and 22c-1 thereunder to 
the extent necessary to permit Applicant to value 
its portfolio securities using the amortized cost 
method of valuation. 


On January 15, 1981, a notice was issued (Invest- 
ment Company Act Release No. 11564) of the fil- 
ing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found 
that the granting of the requested exemptions is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent re- 
quested, be, and hereby is, granted, effective 
forthwith, subject to the following conditions 
agreed to by Applicant: 


1. In supervising Applicant’s operations and 
delegating special responsibilities invoiving portfo- 
lio management to Applicant’s investment adviser, 
the board of trustees of Applicant undertakes—as 
a particular responsibilities within the overall duty 
of care owed to its shareholders—to establish pro- 
cedures reasonably designed, taking into account 
current market conditions and Applicant’s invest- 
ment objectives, io stabilize Applicant’s net asset 
value per share, as computed for the purpose of 
distribution, redemption and repurchase, at $1.00 
per share. 


2. Included within the procedures to be adopted by 
the board of trustees of the Applicant shall be the 
following: 
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(a) Review by the board of trustees, as it 
deems appropriate and at such intervals 
as are reasonable in light of current 
market conditions, to determine the ex- 
tent of deviation, if any, of the net asset 
value per share as determined by using 
available market quotations from the 
$1.00 amortized cost price per share, 
and the maintenance of records of such 
review. ' 


(b) In the event such deviation from the 
$1.00 amortized cost price per share 
exceeds 1 of 1 percent, a requirement 
that the board of trustees will promptly 
consider what action, if any, should be 
initiated by it. 


(c) Where the board of trustees believes 
the extent of any deviation from the 
$1.00 amortized cost price per share 
may result in material dilution or other 
unfair results to investors or existing 
shareholders, it shall take such action 
as it deems appropriate to eliminate or 
to reduce to the extent reasonably prac- 
ticable such dilution or unfair results, 
which may include: redeeming shares in 
kind; selling portfolio instruments prior 
to maturity to realize capital gains or 
losses, or to shorten the average matu- 
rity of portfolio instruments; withholding 
dividends; or utilizing a net asset value 
per share as determined by using avail- 
able market quotations. 


3. Applicant will maintain a dollar-weighted aver- 
age portfolio maturity appropriate to its objective 
of maintaining a stable net asset value per share; 
provided, however, that Applicant will not (a) pur- 
chase any instrument with a remaining maturity of 





'To fulfill this condition, Applicant intends to use 
actual quotations or estimates of market value re- 
flecting current market conditions chosen by its 
board of trustees in the exercise of its discretion to 
be appropriate indicators of value which may in- 
clude, inter alia, (1) quotations or estimates of 
market value for individual portfolio instruments or 
(2) values obtained from yield data relating to 
classes of money market instruments published by 
reputable sources. 
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greater than one year, or (b) maintain a dollar- 
weighted average portfolio maturity which exceeds 
120 days. 


4. Applicant will record, maintain, and preserve 
permanently in an easily accessible place a writ- 
ten copy of the procedures (and any modifications 
thereto) described in paragraph 1 above, and will 
record, maintain and preserve for a period of not 
less than six years (the first two years in an easily 
accessible place) a written record of its board of 
trustees’ considerations and actions taken in con- 
nection with the discharge of its responsibilities, 
as Set forth above, to be included in the minutes of 
the boards of trustees’ meetings. The documents 
preserved pursuant to this condition shall be sub- 
ject to inspection by the Commission in accord- 
ance with Section 31(b) of the Act, as if such doc- 
uments were records required to be maintained 
pursuant to rules adopted under Section 31(a) of 
the Act. 


5. Applicant will limit its portfolio investments, 
including repurchase agreements, to those United 
States dollar-denominated instruments which its 
board of trustees determines present minimal 
credit risks, and which are of ‘high quality” as de- 
termined by any major rating service or, in the 
case of any instrument that is not rated, of compa- 
rable quality as determined by its board of 
trustees. 


6. Applicant will include in each of its quarterly re- 
ports, as an attachment to Form N-1Q, a state- 
ment as to whether any action pursuant to para- 
graph 2(c) above was taken during the preceding 
fiscal quarter and, if any such action was taken, 
will describe the nature and circumstances of such 
action. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








2In fulfilling this condition, if the disposition of a 
portfolio security results in a dollar-weighted aver- 
age portfolio maturity in excess of 120 days, Appli- 
cant will invest available cash to such a manner as 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11616/February 10, 1981 


In the Matter of 


FUNDAMENTAL TRUST SHARES, SERIES B 
206-7 Bank of America Building 

111 South El Camino Real 

San Clemente, California 92672 


(811-120) 


NOTICE OF PROPOSAL TO TERMINATE REG- 
ISTRATION PURSUANT TO SECTION 8(f) OF 
THE INVESTMEN7 COMPANY ACT OF 1940. 


NOTICE IS HEREBY GIVEN that the Commission 
proposes, pursuant to Section 8(f) of the Invest- 
ment Company Act of 1940 (‘Act’), to deciare by 
order on its own motion that Fundamental Trust 
Shares, Series B (‘Fund’), registered under the 
Act as a unit investment trust, has ceased to be an 
investment company as defined in the Act. 


Information contained in the Fund’s Form N-8A on 
file with the Commission indicates that, inter alia, 
the Fund was organized under the laws of the 
State of New York on July 1, 1930, and registered 
under the Act on November 1, 1940. The Fund’s 
Sponsor, Fundamental Group Corporation (‘““Spon- 
sor’), was organized under the laws of the State of 
New York on September 17, 1930. Further, the 
Fund’s Form N-8A indicates that the Fund's initial 
and most current offering of its securities to the 
public directly or through an underwriter took place 
on July 15, 1933. 


Documentation contained in the Commission’s 
files shows that the most recent distribution of in- 
come to the Fund’s shareholders took place on 
June 30, 1940. The Fund has at no time filed with 
the Commission an annual report pursuant to 
Form N-30A-2. The files further indicate that the 


last correspondence between the staff of the Com- 


MGs wo ‘~~ Sea 


mission and the Fund was on March 28, 1942. The 





to reduce the dollar-weighted average portfolio 
maturity to 120 days or less as soon as reasona- 
bly practicable. 


SEC DOCKET/1781 








Secretary of State of New York has advised the 
staff of the Commission that the Sponsor was dis- 
solved by proclamation on December 15, 1955, for 
failing to pay the necessary New York State fran- 
chise taxes. Thus, it appears that the Fund is not 
currently engaged in the business of an invest- 
ment company. 


Section 8(f) of the Act provides, in pertinent part, 
that whenever the Commission, on its own motion 
or upon application, finds that a registered invest- 
ment company has ceased to be an investment 
company, it shall so declare by order and upon the 
taking effect of such order the registration of such 
company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 9, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on this matter accompanied by 
a statement as to the nature of his interest, the 
reasons for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon the Fund at the address stated 
above. Proof of such service (by affidavit or, in the 
case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
this matter will be issued as of course following 
said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s 
own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will re- 
ceive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11617/February 12, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6290/February 12, 1981 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11618/February 12, 1981 


In the Matter of 


COOPERATIEVE CENTRALE 
RAIFFEISEN-BOERENLEENBANK B.A. 
% Michel de Konkoly Thege, Esq. 
Shearman & Sterling 

53 Wall Street 

New York, New York 10005 


(812-4803) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING THE APPLICANT FROM ALL 
PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Cooperatieve 
Centrale Raiffeisen-Boerenleenbank B.A. (“Appli- 
cant’) filed an application on January 14, 1981, 
and an amendment thereto on January 29, 1981, 
for an order of the Commission pursuant to Sec- 
tion 6(c) of the Investment Company Act of 1940 
(“Act”) exempting Application from all the provi- 
sions of the Act. All interested persons are 
referred to the application on file with the Commis- 
sion for a statement of the representations con- 
tained therein, which are summarized below. 


Applicant states that it is a joint stock cooperative 
society, and that, as of December 31, 1979, it was 
the largest bank in The Netherlands, as measured 
by total deposits, and is among the twenty-five 
largest banks in the world. Its principal office is lo- 
cated at Catharijnesingle 30, P.O. Box 8098, 3403 
S.E. Utrecht, The Netherlands. Applicant was 
formed in 1972, as a result of the merger of 
Cooperatieve Centrale Raiffeisen-Bank of Utrecht 
and Cooperatieve Centrale Boerenleenbank of 
Eindhoven. 
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Applicant states that it serves as the “umbrella” 
cooperative for 988 local cooperative credit institu- 
tions, which are both members and shareholders 
of Applicant. The application states that Appli- 
cant’s principal business is the receipt of deposits, 
the issuance of bonds and notes and the exten- 
sion of all types of credit, particularly agricultural 
and mortgage loans. In addition, Applicant pro- 
vides international banking services such as inter- 
national payments (remittances, collections and 
letters of credit), foreign exchange, export credit, 
foreign currency loans and correspondent banking 
services. At December 31, 1979, Applicant’s as- 
sets amounted to $43,143,220,000. Agricultural 
loans to Dutch borrowers make up 33% of Appli- 
cant’s loan portfolio and represent 90% of all the 
agricultural loans made in The Netherlands. Resi- 
dential mortgages account for 48% of Applicant’s 
loan portfolio and commercial and industrial loans 
account for the remaining 19% of its loan portfolio. 
Savings deposits, representing slightly more than 
8 million savers and 42% of the market, comprise 
62% of Applicant’s total deposits. Demand bal- 
ances account for 14% of deposits, with the re- 
maining 24% of funding sources comprised of 
bond issues, private borrowings and other securi- 
ties. 


The application states that as a member of the 
Amsterdam stock exchange and options ex- 
change, Applicant purchases and sells securities 
for the accounts of clients. Applicant provides non- 
discretionary investment management services to 
clients, and it participates with other banks in the 
underwriting and selling of new securities issues 
and sells insurance as well as tour packages and 
travel services, as an intermediary. The applica- 
tion states that Applicant has a wholly-owned 
mortgage banking subsidiary named Rabohypo- 
theekbank, whose total assets are approximately 
$7 billion, and that this subsidiary obtains a sub- 
stantial portion of its funds through the issuance of 
mortgage backed notes and bonds. Finally, ac- 
cording to Applicant, preliminary approval was 
granted by the Comptroller of the Currency on De- 
cember 9, 1980, to Applicant's application to es- 
tablish a branch in the United States. 


Applicant represents that it is subject to extensive 
supervision by the Dutch Central Bank and by the 
Minister of Finance. Applicant states that the 
regulatory supervision is generally comparable to, 
and in certain respects more stringent than, the 
supervision imposed on United States banks. The 
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application indicates that principal regulation of 
Applicant is under The Act On The Supervision Of 
The Credit System, and relates to minimum capital 
ratios, liquidity and reserve requirements. In addi- 
tion, Applicant represents that it must file with 
regulatory authorities monthly financial statements 
and that it must annually submit audited financial 
statements to the Dutch Central Bank. 


As a foreign bank having a branch in the United 
States, Applicant states that it is also subject, pur- 
suant to the International Banking Act of 1978 
(“IBA”), to most of the provisions of the United 
States Bank Holding Company Act, and thus to the 
regulation of the Federal Reserve Board. The prin- 
cipal effect of the applicable provisions of the IBA 
is to restrict the United States nonbanking activi- 
ties of a foreign bank with a branch or agency to 
generally the same activities as those which may 
be performed by domestic bank holding compan- 
ies. Furthermore, Applicant's branch bank in the 
United States will be subject to the supervision 
and examination by the Comptroller of the Curren- 
cy. 


Applicant proposes to issue and sell prime quality 
commercial paper notes (‘notes’) in bearer form 
and denominated in United States dollars to a reg- 
istered United States securities dealer, who will 
then reoffer the notes in minimum denominations 
of $100,000 or more to institutional investors, enti- 
ties and individuals in the United States who nor- 
mally purchase commercial paper. The notes are 
intended to be of prime quality and of the type eli- 
gible for discounting by a Federal Reserve Bank. 
The notes will not be advertised or otherwise of- 
fered for sale to the general public, and will mature 
not more than nine months from the date of issu- 
ance with no provision for extension, renewal, or 
automatic roll-over at the option of either the hold- 
ers or Applicant. Applicant represents that it does 
not intend to sell the notes in the United States in 
excess of an aggregate principal amount of $350 
million outstanding at any one time. Applicant 
states that the purposes for making the proposed 
offering of the notes are to provide funds for use in 
its New York branch operations and to provide an 
additional source of supply of United States dol- 
lars to supplement dollars currently obtained in the 
Eurodollar market. 


The application states that the notes will rank pari 
passu among themselves and equally with other 
unsecured indebtedness (including deposit liabili- 
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ties) of Applicant and ahad of its share capital. Ap- 
plicant plans to sell the notes without registration 
under the Securities Act of 1933 (‘‘Securities 
Act’), in reliance upon an opinion of its United 
States counsel that the offering will qualify for the 
exemption from the registration requirements of 
the Securities Act provided for certain short-term 
commercial paper by Section 3(a)(3) thereof. Ap- 
plicant will not issue its notes until it has received 
such an opinion. Applicant does not request Com- 
mission review or approval of such opinion letter 
and the Commission expresses no opinion as to 
the availability of any such exemption. Applicant 
further represents that the proposed issue of notes 
and any future issue of debt securities in the 
United States shall have received, prior to issu- 
ance, one of the three highest investment grade 
ratings from at least one nationally recognized sta- 
tistical rating organization, and that its United 
States counsel shall have certified that such rating 
has been received. 


Applicant agrees to secure an undertaking from its 
commercial paper dealer that such dealer will pro- 
vide each offeree who had indicated an interest in 
the notes, prior to any sale of notes to such 
offeree, with a memorandum describing Appli- 
cant’s business and containing Applicant’s most 
recent publicly available annual financial state- 
ments (including a balance sheet, profit and loss 
statement and notes thereto) audited in accord- 
ance with Dutch accounting principles and its most 
recent publicly available unaudited semi-annual 
balance sheet and summary profit and loss state- 
ment. Such memorandum will describe the materi- 
al differences between Dutch accounting princi- 
ples applicable to Dutch banks and “generally 
accepted accounting principles” applicable to 
United States commercial banks. Applicant repre- 
sents that such memoranda will be at least as 
comprehensive as those customarily used in offer- 
ing commercial paper in the United States and that 
they will be updated periodically to reflect material 
changes in Applicant’s business and financial con- 
dition. Applicant consents to having any order 
granting the relief requested under Section 6(c) of 
the Act expressly conditioned upon Applicant’s 
compliance with all of its undertakings regarding 
disclosure documents. Applicant represents that 
any future offering of its debt securities in the 
United States will be made on the basis of disclo- 
sure documents at least as comprehensive in their 
description of Applicant, its business and its finan- 
cial statements as those used in the presently pro- 
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posed offering. In no event will such disclosure 
documents be less comprehensive than is custom- 
ary for United States offerings of similar debt se- 
curities. Applicant undertakes to ensure that such 
disclosure documents will be provided to each 
offeree who has indicated an interest in the securi- 
ties then being offered by Applicant, prior to any 
sale of such securities to such offeree, except that 
in the case of an offering made pursuant to a reg- 
istration statement under the Securities Act, such 
disclosure documents will be provided to such per- 
sons and in such manner as may be required by 
such Act and the rules and regulations thereunder. 


Applicant represents that it will appoint a bank in 
the United States (the authorized agent to issue 
Applicant’s notes) or the Commission to accept 
service of process in any action based on the 
notes and instituted in any state or federal court by 
the holder of any of its notes. Applicant further 
represents that it will expressly accept the jurisdic- 
tion of any state or federal court in the City and 
State of New York with respect to any such action. 
Applicant states that both its appointment of an 
authorized agent for service of process and its 
consent to jurisdiction will be irrevocable until all 
amounts due and to become due with respect to 
the notes have been paid by Applicant. Applicant 
will also be subject to suit in any other court in the 
United States which would have jurisdiction be- 
cause of the manner of the offering of the notes or 
otherwise. Applicant similarly represents that it will 
consent to jurisdiction and will appoint an agent for 
service of process in suits arising from any other 
offerings of securities that it may make in the 
United States, which may include debt securities 
but not shares of its capital stock. 


Section 3(a)(3) of the Act defines investment com- 
pany to mean “any issuer which is engaged or 
proposes to engage in the business of investing, 
reinvesting, owning, holding, or trading in securi- 
ties, and owns or proposes to acquire investment 
securities having a value exceeding 40 percent of 
the value of such issuer’s total assets (exclusive of 
Government securities and cash items) on an 
unconsolidated basis.” 


Section 6(c) of the Act provides, in pertinent part, 
that the Commission, by order upon application, 
may conditionally or unconditionally exempt any 
person, security, or transaction, or any class or 
classes of persons, securities, or transactions, 
from any provision or provisions of the Act or of 
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any rule or regulation under the Act, if and to the 
extent that such exemption is necessary or appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. 


Applicant requests an order pursuant to Section 
6(c) of the Act exempting it from all provisions of 
the Act because of uncertaintay as to whether a 
foreign commercial bank such as Applicant would 
be considered an investment company as defined 
under the Act. Applicant states that, among other 
things, compliance by it with a number of substan- 
tive provisions of the Act would, as a practical 
matter, conflict with its operation as a bank and 
that Applicant would thus be effectively precluded 
from selling securities in the United States if it 
were required to register as an investment compa- 
ny and comply with such provisions of the Act. Ap- 
plicant further submits that an exemptive order 
pursuant to Section 6(c) of the Act would benefit 
institutional and other sophisticated investors in 
the United States because they would otherwise 
be precluded from purchasing Applicant's com- 
mercial paper notes. Moreover, the application 
contends that because of the development of the 
large Eurodollar market, the major foreign banks 
which deal in that market need a source of United 
States dollars in case of a disruption of the mar- 
ket. Applicant additionally argues that its activities 
are extensively regulated by Dutch banking au- 
thorities and that the limitations imposed by Dutch 
banking laws together with the requirements of 
Section 3(a)(3) of the Securities Act and the anti- 
fraud provisions of the Securities Act and the Se- 
curities Exchange Act of 1934 will afford substan- 
tial protection to investors in its debt securities. As 
a closely regulated banking entity, Applicant also 
states that it is different from the type of institution 
that Congress intended to Act to regulate. It is as- 
serted that the particular abuses against which the 
Act is directed are not present in Applicant’s case. 
Finally, Applicant states that granting its requested 
order will not give it an advantage over domestic 
banks in the issuance of commercial paper. Appli- 
cant concludes that granting its requested 
exemptive order pursuant to Section 6(c) of the 
Act would be appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provi- 
sions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 9, 1981, at 5:30 


Volume 21, No. 20, February 24, 1981 


p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reasons for such interest, and the issues, 
if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Com- 
mission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application herein will be is- 
sued as of course following said date unless the 
Commissioner thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any no- 
tices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISORS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 749/February 11, 1981 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release NO. 17533/February 11, 1981 
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LITIGATION 





Litigation Release No. 9285/February 6, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
BOGUE ELECTRIC MANUFACTURING COM- 
PANY 


United States District Court for the District of Co- 
lumbia Civil Action No. 81-0281 


The Commission announced today that it filed a 
civil injunctive action in the United States District 
Court for the District of Columbia against Bogue 
Electric Manufacturing Company (“Bogue”) with 
offices at 100 Pennsylvania Avenue, Paterson, 
New Jersey 07509. The Commission’s Complaint 
alleges violations of the reporting provisions of 
federal securities laws and seeks a Judgment of 
Permanent Injunction and Other Relief. 


The Complaint alleges that Bogue, as part of a 
continuing course of violative conduct extending 
over several years, has failed to file its Annual Re- 
port on Form 10-K for its fiscal year ended Decem- 
ber 31, 1979 required to have been filed by 
March 30, 1980, and three Quarterly Reports on 
Form 10-Q for the three fiscal quarters of 1980, 
March 31, June 30, and September 30, 1980. The 
Complaint requests that the Court order Bogue to 
file forthwith, with the Commission, its delinquent 
reports on Forms 10-K and 10-Q. In addition, the 
Commission requests that the Court enjoin Bogue 
from further violations of the reporting provisions 
of the federal securities laws. 





Litigation Release No. 9286/February 6, 1981 


SEC V. UNIVERSAL FINANCIAL ET AL. 


Michael! J. Stewart, Adminisirator of the Los An- 
geles Regional Office of the Securities and Ex- 
change Commission, announced that on Janu- 
ary 21, 1981, the Honorable Mariana R. Pfaelzer 
of the United States District Court for the Central 
District of California entered a Final Judgment of 
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Permanent Injunction and an Order for an Ac- 
counting and Anti-Dissipation of Assets against 
Universal Financial (“Universal”) Wayne Burton 
(“Burton”), Western Sierra Financial Corporation 
(“Western Sierra’), and California Equities Home 
Loan (“California Equities”). The defendants, with- 
out admitting or denying the allegations in the 
Complaint, filed Stipulations of Consent to the en- 
try of the Final Judgment and Order. 


The Judgment entered by the Court provides for a 
permanent injunction against violations of Section 
5 and 17(a) of the Securities Act and Section 10(b) 
of the Exchange Act. The Judgment also requires, 
among other things, that an accounting be pre- 
pared and filed with the Court within 180 days. 
Pursuant to a stipulation filed with the Court, 
Deloitte, Haskins and Sells will audit this account- 
ing. In addition, the Judgment requires that the de- 
fendants appoint a Chief Financial Officer, not ob- 
jectionable to the Commission, who will report to 
the Commission if he becomes aware of any pro- 
hibited conduct. The Judgment prohibits any 
transfer or conversion of corporate assets to Bur- 
ton or any waste or dissipation of corporate as- 
sets. In addition, all disbursements to investors 
must be approved by the Chief Financial Officer. 


Finally, the Judgment orders the defendants to 
comply with their undertaking to register with the 
Commission as a broker-dealer if they engage in 
the interstate sale of securities. 


For further information on the allegations made by 
the Commission in this action, see Litigation Re- 
lease No. 





Litigation Release No. 9287/February 6, 1981 


SEC v. CURTIS R. RICHMOND (U.S.D.C., Central 
District of California, Civil Action No. 
80-03239-WMB) 


Michael J. Stewart, Administrator of the Los An- 
geles Regional Office, announced that on Janu- 
ary 28, 1981, the Honorable Consuelo B. Marshall 
of the United States District Court for the Central 
District of California entered a Final Judgment and 
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an Order Specifying Ancillary Relief against Curtis 
R. Richmond (“Richmond”). Richmond consented 
to the entry of the Final Judgment without admit- 
ting or denying the allegations in the Complaint. 


The Commission’s Complaint alleged violations of 
the anti-fraud provisions of the Securities Act of 
1933 and the Securities Exchange Act of 1934 in 
connection with the offer and sale of interests in 
six oil and gas limited partnerships. 


A Summary Judgment Motion filed by the Com- 
mission was scheduled for hearing on January 26, 
1981. In its Motion, the Commission alleged, 
among other things, that Richmond had taken 
undisclosed fees from partnership funds, and had 
failed to disclose to investors his background as a 
previous violator of the federal securities laws. 


The Final Judgment provides for a permanent in- 
junction against violations of Section 17(a) of the 
Securities Act and Section 10(b) of the Exchange 
Act. In addition, the Judgment requires that a Spe- 
cial Auditor be appointed to prepare and distribute 
reports to ail limited partners providing corrective 
disclosure regarding Defendant’s expenditure of 
partnership proceeds and Defendant's background 
as a known violator of the securities laws. The 
Judgment provides that Jeffrey Brandlin will serve 
as Special Auditor. 


For further information on the allegations made by 
the Commission in this action, see Litigation Re- 
lease No. 





Litigation Release No. 9288/February 10, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
FARADAY LABORATORIES, INC. (United States 
District Court for the District of Columbia, Civil Ac- 
tion No. 80-2169) 


The Commission announced today that on Febru- 
ary 6, 1981, the United States District Court for the 
District of Columbia entered a Final Judgment of 
Permanent Injunction against Faraday Laborato- 
ries, Inc. (“Faraday”) of Hillside, New Jersey, re- 
straining and enjoining Faraday from failing to file 
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timely periodic reports and ordering it to comply 
with certain undertakings. Faraday, consenting to 
the entry of the Court’s Judgment, acknowledged 
that it had failed to timely file ten reports with the 
Commission. The Commission’s Complaint was 
filed on August 25, 1980. 


The Complaint had alleged that Faraday, as part 
of a continuing course of violative conduct ex- 
tending over severai years, failed to timely file with 
the Commission certain Annual and Quarterly Re- 
ports required to have been filed. Faraday has 
agreed to adopt certain procedures to assure time- 
ly filing of reports required to be filed under the 
Securities Exchange Act of 1934. 





Litigation Release No. 9289/February 10, 1981 


S.E.C. v. HARRY T. MCCLAIN, ET AL. (USDC, 
WESTERN DISTRICT OF TEXAS, CIVIL ACTION 
NO. SA-78-CA-105) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, announced that on January 30, 
1981, the Honorable Fred Shannon, U.S. District 
Judge at San Antonio, Texas entered a consent 
order of permanent injunction against Norman D. 
Fife of Salt Lake City, Utah. Judge Shannon 
signed the order following a 1% day trial. The or- 
der enjoins Fife from, in substance, violating cer- 
tain antifraud provisions of the federal securities 
laws in connection with the offer and sale of frac- 
tional undivided oil and gas interests in the 
Bohach lease in Wilson County, Texas, or any oth- 
er security whatsoever. 


On February 2, 1981 Judge Shannon also signed 
a Default Judgment against defendant Walt Gene 
Odom of Houston, Texas. Odom failed to appear 
for the trial. 


For further information see Litigation Release 
No.’s 7340, 7388, 8360, 8728, 9176 and 9178. 
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Litigation Release No. 9290/February 10, 1981 


SEC v. HERBERT F. HEWETT 
(USDC/WD/OKLA/OKLA. CITY DIV.) 
81-127D) 


(CIV- 


Wayne M. Secore, Administrator of the Fort Worth 
Regional Office, announced that on February 5, 
1981, the Commission filed a Complaint in the 
United States District Court for the Western Dis- 
trict of Oklahoma against Herbert F. Hewett 
(Hewett), of Oklahoma City, Oklahoma, alleging 
violations of the antifraud provisions of the federal 
securities laws. Specifically, the Complaint alleges 
that Hewett, in his IRA and Keogh accounts, 
owned certain certificates of deposit issued by 
Guaranty Trust Company (Guaranty), Ponca City, 
Oklahoma. The Complaint further alleges that 
Hewett sold those certificates of deposit to Guar- 
anty with knowledge of Guaranty’s precarious fi- 
nancial condition and prior to the disclosure of 
such information to the trust company’s other in- 
vestors. 


Simultaneously with the filing of the Complaint, 
without admitting or denying the allegations, 
Hewett consented to the entry of a court-ordered 
undertaking not to violate Section 17(a)(2) and (3) 
of the Securities Act of 1933. The court order fur- 
ther requires Hewett to pay to Guaranty’s court- 
appointed trustee the sum of $12,155.84, repre- 
senting the proceeds that he received from the 
sales of the certificates of deposit. 





Litigation Release No. 9291/February 11, 1981 


The Securities and Exchange Commission and 
John S. Martin, Jr., United States Attorney for the 
Southern District of New York, announced that on 
February 5, 1981, a federal grand jury in the 
Southern District of New York returned a five 
count indictment charging Steven Gary Weil a/k/a/ 
“Steven Weidman,” of Fort Lauderdale, Florida, 
with perjury before the Securities and Exchange 
Commission in connection with an investigation of 
Micro-Therapeutics, Inc. 


For further information, see Litigation Release 
Nos. 8072 and 8719. 
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STAFF ACCOUNTING BULLETIN 
Release No. 41/February 6, 1981 


ACTION: Publication of Staff Accounting Bulletin. 


SUMMARY: These interpretations of the staff deal 
with matters relating to the application of the finan- 
cial accounting and disclosure rules for oil and gas 
producers adopted in Accounting Series Release 
Nos. 257 and 261. In particular, the interpretations 
set forth the staff's views on questions pertaining 
to the effect of the recently announced, acceler- 
ated decontrol of oil prices on the computation of 
future net revenues, the phaseout period for wind- 
fall profit tax, and accounting changes by first-time 
registrants engaged in oil and gas producing activ- 
ities. 


DATE: February 6, 1981. 


FOR FURTHER INFORMATION CONTACT: 
James D. Hall or Rita J. Gunter, Office of the Chief 
Accountant, Securities and Exchange Commis- 
sion, 500 N. Capitol Street, Washington, D.C. 
20549 (202-272-2133). 


SUPPLEMENTARY INFORMATION: The state- 
ments in Staff Accounting Bulletins are not rules or 
interpretations of the Commission nor are they 
published as bearing the Commission's official ap- 
proval; they represent interpretations and prac- 
tices followed by the Division of Corporation Fi- 
nance and the Office of the Chief Accountant in 
administering the disclosure requirements of the 
Federal securities laws. 


George A. Fitzsimmons 
Secretary 


February 6, 1981. 





STAFF ACCOUNTING BULLETIN NO. 41 


The staff hereby adds questions 9 and 10 to Topic 
6-D-2 and adds a new Topic 6-J, setting forth the 
staff's views on questions pertaining to the effect 
of the recently announced, accelerated decontrol 
of oil prices on the computation of future net reve- 
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nues, the phaseout period for windfall profit tax, 
and accounting changes by first-time registrants 
engaged in oil and gas producing activities. 


TOPIC 6: INTERPRETATION OF ACCOUNTING 
SERIES RELEASES 


D. Accounting Series Release No. 257—Require- 
ments for Financial Accounting and Reporting 
Practices for Oil and Gas Producing Activities. 


* * * * 


2. Estimates of Future Net Revenues 


Question 9: 


The Crude Oil Windfall Profit Tax Act of 1980 pro- 
vides for a phaseout period which is to be a 
33-month period beginning no earlier than Decem- 
ber 1987 and not later than December 1990, de- 
pending on when Government revenues from the 
windfall profit tax reach $227.3 billion. For what 
periods should registrants give effect to the wind- 
fall profit tax in the computation of future net reve- 
nues? 


Interpretive Response: 


Since there is no way to determine the point at 
which $227.3 billion of windfall profit tax will have 
been collected, registrants should assume the tax 
will terminate in 1993 if at the time of the estimate 
they have no reason to believe that the tax will ex- 
tend beyond that date. 


Question 10: 


Since an Executive Order by the President al- 
lowed the prices of all oil to be decontrolled effec- 
tive January 28, 1981, should registrants give 
effect to this accelerated decontrol in their calcula- 
tions of future net revenues as of December 31, 
1980? 


Interpretive Response: 


No. Registrants with calendar year ends should 
use the oil prices in effect at December 31, 1980; 
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however, if decontrol has a significant effect on 
the future net revenues for the next succeeding 
fiscal year, that effect should be disclosed. The ef- 
fect of the decontrol will appear as a price change 
in the 1981 Summary of Oi! and Gas Producing 
Activities on the Basis of Reserve Recognition Ac- 
counting. 


* 


J. Accounting Series Release No. 261—Account- 
ing Changes by Oil and Gas Producers. 


1. First-time Registrants 


Facts: 


In Accounting Series Release No. 261, the Com- 
mission concluded that changes by registrants 
from one of the specified methods (i.e., successful 
efforts or full cost) to the other would not be in the 
interests of investors since one was clearly not 
preferable to the other. 


Question: 


May a nonpublic company change from the 
specified form of successful efforts to full cost or 
full cost to successful efforts in connection with a 
forthcoming public offering or initial registration on 
Form 10? 


Interpretive Response: 


Yes. The Commission’s policy that first-time regis- 
trants may change their accounting methods with- 
out filing a preferability letter is applicable and 
therefore the staff will not object to such changes 
in accounting methods. 





ACCOUNTING SERIES 
Release No. 286/February 9, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6288/February 9, 1981 
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